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LAW AND PRACTICE 
IN AID OF INDUSTRIAL INDIVIDUALISM 


ALBERT E. SAWYER 
Member of the District of Columbia Bar 


I. FOREWORD 


The American businessman wants facts, not cartels. 
Give him a true picture of his market and his self-reli- 
ance and innate spirit of independence will rise above 
collectivistic marketing mechanisms which destroy pri- 
vate initiative and propagate a defeatist economy. 

But in this complicated world of ours the job of giving 
the American individualist his facts is not accomplished 
without some measure of organized effort. Nationwide 
distribution in a tangled web of closely related market- 
ing factors presents some practical problems of gathering, 
auditing, compiling and disseminating the many elements 
of the mosaic we call “the market.” 

And there is the public interest which calls for protec- 
tion whenever organized effort appears in a market, even 
if the effort has the limited purpose of faithfully record- 
ing what is going on—hence, our antitrust laws. 

A few years ago, the industrial system in this country 
faced the spectacle of a collapse. Bold energetic meas- 
ures were adopted to forestall this calamity. The Na- 
tional Industrial Recovery Act’ was notable among the 


1Act of June 16, 1933, c. 90, 48 Stat. 195 (1933), 15 U. S. C. §§ 701-12 
(1934). C1] 





2 THE GEORGE WASHINGTON LAW REVIEW 


efforts. It stemmed the tide, and it may fairly be said 
that the chief cause of its timely passing was not its legal 
weakness, but rather its assault upon the ingrained sense 
of individualism, which is yet a vigorous characteristic 
of our industrial life and cannot long remain submerged. 

In looking ahead, no great imagination is required to 
sense the possibility of yet more severe tests of our ability 
to survive as a nation of free and independent business- 
men. This discussion is presented in the belief that the 
legal profession, as well as the economist, the industrial 
engineer, and the accountant has a contribution to make 
toward the strengthening of individualism in business. 
One of the first and most available supports is that which 
tends to substitute facts for rumor, guess and emotion. 
Some legal and practical considerations are here pre- 
sented, not as something entirely new, but as an effort to 
carry forward a work well begun a generation ago, and 
which is in need of constant reapplication to new condi- 
tions as they arise. 

The courts, the Congress, the Federal Trade Commis- 
sion, and the Department of Justice, all have revealed 
new attitudes, not always consistent with each other, but 
all reflecting an awareness of conditions which are chang- 
ing the balance of the public’s interest in the industrial 
order. Will these trends and the current paramount in- 
terest in national defense belittle the rdle of the rugged 
individualist in our economy? ‘Temporarily, perhaps, 
but if the trend is not to be permanent, the spirit of indi- 
vidualism must be kept strong, and the first bulwark of 
that strength is an ever-increasing, industry-wide, fund 
of knowledge, available to the individual businessman, 
upon which his intelligence, ingenuity and resourceful- 
ness can operate. Encourage the growth of this knowl- 
edge and cultivate its use and we have little to fear for 
the survival of this vital spark in our national life. 

It is encouraging to find a reasonably consistent thread 
of recognition of these problems in the opinions of our 
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highest tribunal. In an important opinion written some 
four years ago, we read: “Voluntary action to end abuses, 
and to foster their competitive opportunities in the pub- 
lic interest may be more effective than legal processes.” * 
These are the words of Mr. Chief Justice Hughes, spoken 
on behalf of an undivided court in the Sugar Institute 
case. Coming as they did a scant ten months after the 
Schechter case,’ in which the same Court overthrew the 
N.I.R.A.,* there is added reason to examine their ‘applica- 
tion to the ever present problem of the government rela- 
tionship to the affairs of business, and, particularly, in 
the efforts of business to put its own house in order. Read 
in the full context of the opinion, it is fair to interpret 
this phrase as a pointed invitation to explore the possi- 
bilities of private, codperative endeavor within the limits 
of the public interest and to exhaust these remedies be- 
fore recourse to bureaucratic control. 

There are many who would cite the recent record of 
state and federal antitrust prosecution as convincing evi- 
dence that the limits of private codperative endeavor have 
been reached and prove to be narrow indeed—far too 
narrow to be comfortable in any venture into the doubt- 
ful zone. They conclude, therefore, that the restrictive 
pressure of the existing law weighs heavily and little 
chance is seen for further experimentation, without the 
risk of losing still more of that “freedom,” which was 
supposed to exist in the days when the American busi- 
nessman was less conscious of the existence of a “public 
interest,” defined by law and enforced by governmental 
processes. 

Recent administrative and judicial action lends reality 
to these misgivings and these fears are not easily dispelled 
in the face of a joint congressional-administrative inqui- 
garet A. Jamison v. United States, 297 U. S. 553, 56 Sup. Ct. 629, 80 L. ed. 
o°? Schechter Poultry Corp. v. United States, 295 U. S. 495, 55 Sup. Ct. 837, 


79 L. ed. 1570 (1935). 
4 Supra note 1. 
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sition into the evils of monopolistic practice allegedly 
current in business affairs.” 

Acknowledging these realities, the fact remains that 
unless the American businessman continues his part in 
the common effort to evolve business processes which 
more completely answer the needs of our social economy, 
he surrenders the task to less experienced hands who are 
most apt to oversimplify the reins of mastering the infinite 
details of the business process. 

Nor is the invitation of the Supreme Court a hollow 
or barren gesture born of a limited or one-sided concept 
of the public interest. Its view as to what is in the public 
interest very properly includes the welfare of the busi- 
ness community itself. The Chief Justice goes on to say: 
“And codperative endeavor may appropriately have 
wider objectives than merely the removal of evils which 
are infractions of positive law.” *® And to leave no doubt 
that these “wider objectives” may include affirmative as 
well as negative aspects of fair, competitive opportuni- 
ties, he adds: 

Nor does the fact that the correction of abuses may tend to 
stabilize a business or to produce fairer price levels, require that 
abuses should go uncorrected or that an effort to correct them 
should for that reason alone be stamped as an unreasonable 
restraint of trade.’ 

This statement makes it clear that in the eyes of the 
Court the antitrust laws do not place a perpetual ban 
upon joint efforts to stabilize the business process and 
thereby produce fairer price levels. These would indeed 
be idle words if the Court was not convinced that there 
was a fruitful field for codperative endeavor quite apart 
from governmentally supervised programs. 

Under the colorful leadership of General Hugh S. 
Johnson, the N.R.A. afforded a sudden and dramatic re- 
lease from the stupor of our greatest business depression. 


5 Hearings before the Temporary National Economic Committee, Investiga- 
tion of Concentration of Economic Power, 75th Cong. (1939). 


6See supra note 2 at 598. 
7 Ibid. 
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The time and the circumstances were ripe for us to be 
carried away by the illusion of simple remedies, quickly 
and forcibly applied. But these illusions faded as the 
fanciful procedures came to grip with reality. For some, 
this brought discouragement and apathy. To others, it 
was the signal for a fresh attempt to invoke governmental 
sanction. The Robinson-Patman Act,* the Guffey Coal 
Act,’ the “Fair Trade” Acts'’ and several federal labor 
laws™ stand as evidence of their partial success. To oth- 
ers, the disillusionment was recognized for what it was, 
namely: the inevitable consequence of the failure “to 
make an informed accommodation to activity and events,” 
and a refusal on the part of business, as well as the gov- 
ernment, “to humble itself and descend to the partic- 
ular.” ** This seemed to call neither for discouraged 
apathy, nor an abandonment of the field of experimenta- 
tion to agencies less experienced in the business process 
than business itself. Instead, it seemed to be a clear-cut 
challenge to undertake a reéxamination of the business 


process itself and an adjustment of its objectives to more 
practical ends. To this undertaking, the invitation of the 
Court in the Sugar Institute case lends encouragement 


8 Robinson-Patman Act, 49 Stat. 1526 (1936), 15 U. S. C. Supp. §§ 13-13b, 
2la (1939). See also (1940) 8 Geo. Wasn. L. Rev. 744; Food and Drug Act, 
49 Stat. 871 (1935), 21 U. S. C. Supp. § 14a (1939) ; Wheeler Lea Act, 52 Stat. 
111 (1938), 15 U. S. C. Supp. §§ 41, 25, 52-58 (1939). 

® Guffey Coal Act, 50 Stat. 72-91 (1937), 15 U. S. C. Supp. §§ 828-851 
(1939). 

10 For text of the state acts see 2 C. C. H. Trade Reg. Serv. (8th ed.) 
10,001. See also Miller Tydings Act, 50 Stat. 673 (1937), 15 U. S. C. Supp. §1 
(1939). 

11 Walsh-Healy Act, 49 Stat. 2036 (1936), 41 U. S. C. Supp. §§ 35-45 
(1939) ; Fair Labor Standards Act, 52 Stat. 1060 (1938), 29 U. S. C. Supp. 
§§ 201-19 (1939). 

12 WaLton HAMILTON, PrIcE AND Price Poricies (McGraw-Hill, 1938) 23: 
“In its concern with industry public policy is somewhat backward in getting 
down to the concrete. Legislation must be by way of general command and 
broad injunction; but statutes to be caught up into the law of the land must 
be quickened by officials and courts into living usages. The propositions which 
make them up must be flexible enough to meet specific situations. A knowledge 
of the concrete and the detailed is essential alike to their statement and their 
administration. If industry is to be directed to social ends, public policy must 
not be aloof in its omniscience as to neglect the particular. . . . The law has 
made itself the most human of all discipline by performing its office where 
abstract standards of judgment must forever meet concrete situations fresh from 
life. . . . If public policy is to make an informed accommodation to activity 
and event, it must be likewise humble itself and descend to the particular.” 
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which overrides the current fear of experimentation and 
gives strength and courage with which to face the drab 
and obstinate difficulties which distinguish reality from 
the fanciful illusion of the panacea. 

It is the belief that this conviction of the Supreme 
Court has an abiding reality that encourages a considera- 
tion of the merits of some experiences in trade association 
procedure, which have had as their objective the fortifi- 
cation of rugged individualism by increasing the scope 
and accuracy of the information upon which each con- 
tributing concern shapes its own policy. 

This information falls under two main headings: 

I. Information as to prices. 
A. The essential elements of a price report- 
ing plan. 
B. The form of the undertaking, procedure 
and compliance. 
II. Information as to commodity movements—vol- 
ume of production, sales, inventories, etc. 


Many industries present the need for both types of 
facts, but in others, the need for codrdinated trade asso- 
ciation effort may be confined to one or to the other 
branch of marketing statistics. Each branch will be con- 
sidered in the order named. 


II. Price INFORMATION™ 
A. The Essential Elements of a Price Reporting Plan 


The facts or alleged facts regarding competitive pric- 
ing, which come to the businessman in the ordinary 
course of events, leave much to be desired. They consti- 
tute a hodgepodge of facts and fancies, much of which 
is distorted by selfish, not to say dishonest, interests. This 
is particularly true of price information and of the stories 
a manufacturer hears of the extent of the business done 


18 Some of the material that follows is adapted from the writer’s article in 
(1939) 14 AccounTinG Rev. 108 et seq. 





INDUSTRIAL INDIVIDUALISM AND LAW 7 


by his competitors. He is compelled to make the most 
of this hodgepodge; but it does not inspire that degree 
of confidence which encourages long-range thinking and 
planning. 

Common sense, therefore, would indicate that better 
factual information is a prime necessity in the develop- 
ment of an enlightened self-interest, and a first step in 
any program, designed to promote more intelligent com- 
petition. Two courses are open in this quest: 


1. To go it alone,—each manufacturer building his 
own fact-finding organization. 

2. To join competitors in a common undertaking to 
substitute certified facts for rumors. 


The first course has decided limitations. It is expen- 
sive and, no matter how efficient it may become, it cannot 
discover the most significant facts regarding the market 
situation in time to be of real service, either to the buyer 
or the seller. 

The second course is much to be preferred. Its task is 
small when compared to individual company effort and, 
under skillful management, it can be developed into a 
reliable and faithful interpretation of true market con- 
ditions. 

Price reporting by trade associations is no recent de- 
velopment. The earliest associations undoubtedly con- 
cerned themselves with this function. The so-called 
“Open Price Association” was developed and publicized 
by Arthur Jerome Eddy in his book, THE NEw CoMPE- 
TITION, published in 1912. This book remains today as a 
most complete exposition of the value to industry of the 
systematic collection and dissemination of market facts. 

The history of the movement from 1912 to 1933 is an 
interesting and instructive chapter in the interpretation 
of the Sherman Antitrust Act’* by the Court. 


14 Sherman Act, 26 Stat. 209 (1890), 15 U. S. C. §§ 1-7, 15 (1934). 
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In 1929, the Federal Trade Commission made an ex- 
haustive study of Open Price Trade Association and 
presented its findings in a 500-page Senate document. 
This report is a valuable source of information as to the 
evolution of such associations prior to the N.R.A. and 
an essential element in the study of this problem.” 

Our more immediate concern is with the situation 
which has arisen since 1929. 

In many industries, the N.R.A. experience has one 
result which the Supreme Court Schechter decision did 
not erase. The code procedure did much to bring to light 
facts about the business habits of industry which pre- 
viously had remained locked behind the general policy 
of secrecy which had prevailed. Through hundreds of 
public hearings, code authority meetings, and the official 
reports obtained thereunder, the aversion to the gathering 
and dissemination of facts, hitherto regarded as private 
matters, has yielded to a continuing demand for more 
and better facts. Rugged individualism has returned, in 
part at least, to most of the industries codified under the 
N.R.A., but its step is made more certain and its aim is 
set to longer range by virtue of its truer vision, gained 
through a steady flow of facts relating to essential ele- 
ments of the day-to-day transactions. There are those 
who feel that this enlightenment of self-interest may meet 
the demands of the public interest more effectively than 
the more complete regulation by federal or state legisla- 
tion. It is natural, therefore, to find that interest in price 
reporting has increased as a result of the N.R.A. The 
Sugar Institute case, already cited, decided in the spring 
of 1936, reveals, in part at least, the Supreme Court’s 
post-N.R.A. view of Open Price Association. In its deci- 
sion,*® the Supreme Court said: 

Further the dissemination of information is normally an aid 


to commerce as free competition means a free and open market 
among both buyers and sellers, competition does not become less 


15 Open Price Trade Association, 70th Cong., 2d Sess., Doc. No. 226. 
16 Supra note 2 at 598. 
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free merely because of the distribution of knowledge of the essen- 
tial factors entering into commercial transactions. 

These are significant words for any industry beset with 
abusive, competitive practices. Even for those who be- 
lieve that the ultimate answer to a sustained purchasing 
power lies in some form of governmental regulation, 
these words may well point the way to an interim pro- 
cedure. Secondly, they indicate the possibilities of vol- 
untary action before adopting national economic policies 
which involve an increase of governmental intervention 
into the affairs of business. 


At this point it seems necessary to lay the foundation 
for an important distinction which needs to be drawn 
between true open price trade associations and the variety 
of price reporting which prevailed in many instances 
during the régime of the N.R.A. 

Many trade associations arise out of the state of busi- 
ness depression within an industry, and it is not unnatural 
to find that their spirit and purpose is strongly defensive. 
The members band themselves together to fight a set of 
conditions which constitute the apparent cause for their 
distress. The age-old appeal that: “in unity there is 
strength” and that salvation lies in “pulling together,” 
predominate the undertaking. So deep are these feelings 
that they are apt to be taken for granted as the foundation 
for all trade association efforts, and he is presumptuous 
indeed who ventures to suggest that trade associations 
might get along under the impetus of any other motive. 

It is not surprising to find the defensive attitude so 
deep and abiding a part of association efforts that a great 
part of the appeal for group action of every kind is based 
upon the philosophy of individual self-sacrifice for the 
good of the whole group. It is not our purpose to dis- 
cuss the merits of this as a philosophy of national life. 
Our concern is wholly with the philosophy as applied to 
open price trade associations. 
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A trade or industry which forms an association for the 
exchange of price information, supported by a strong 
conviction that its members are fighting a common enemy, 
is bound to be attracted by the simple formula of the 
“gentleman’s agreement.” Whether the object of the de- 
fense be “the chiseling ten per cent,” “the lying buyer,” 
“foreign competition,” or the “chain store octopus,” what 
better plan can be devised than “getting together” and 
effecting some simple plan for informing one another of 
their own moves and the moves of the enemy? This is 
an age-old pattern that is a part of every man’s nature, 
and few there are who can resist the thrill of successfully 
organized attacks upon a common enemy. The logic of 
this appeal is very strong and it is small wonder that we 
are carried away by the apparent limitless possibilities 
which successful group action seem to provide. Much 
of the early N.R.A. enthusiasm emanated from the con- 
viction that the salvation of the country depended upon 
the subordination of the individual company to the wel- 
fare of its industry. Spurred on by the vigorous efforts 
of the “General” (Hugh S. Johnson), the code authori- 
ties worked at fever pitch to establish the ascendancy of 
the group over the individual. The Blue Eagle was for 
a time the symbol of this group spirit, to be worshipped 
and enthroned by the self-sacrifice of the individual’s 
concern. Once established, her beneficencies would flow 
freely and plentifully to all. 

Nor is it easy to disturb the appeal of this logic. The 
N.R.A. had its dissenters, of course. There was the un- 
popular “Consumer Group,” * but the very nature of 
its attack upon the rising price level brought it into 
alignment with the outlawed chiseling minority. This 
deflection of the attack upon the Blue Eagle philosophy 
has delayed the appreciation of the true weakness of the 
N.R.A. This weakness lies deep at the roots of our com- 
petitive system. This system is inherently individualistic 


17 Officially designated as the Consumers’ Advisory Board. 
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and this basic characteristic is so bound up with our entire 
social and political fiber as to set the grain of our indus- 
trial organization against those forces which seek to sub- 
merge the status of individual enterprise. We may be 
carried away by the appeals of the “mob” in the excite- 
ment of an emergency situation, but there is enough of a 
tug at the basic roots of individualism to defeat large- 
scale success of collective efforts. 

This dissertation has but one justification, namely, to 
establish a bench mark from which to construct a sound 
approach to an open price trade association. First and 
foremost, we must take conditions as we find them. The 
rugged individualism which emerged to dispel the illu- 
sions of the N.R.A. must be accepted and encouraged. 
The right of the individual company to develop and 
assert its own policies constitutes a condition which must 
be met. Any plan or scheme of industrial organization, 
by public or private means, which is inconsistent with 
this condition, “goes against the grain,” and we must re- 
member that to change that grain is to change our entire 
social and political philosophy. 

Enterprise and individuality are two characteristics of 
which we are proud—they are characteristics which 
stamp the American System and their preservation is a 
fundamental requirement in any trade or industry. Our 
recent experiences are convincing evidence that we have 
not yet degenerated to the point where we need to sur- 
render to some form of imposed control, either public or 
private. Today we find ourselves firm in the belief that 
we can put our faith in an “enlightened self-interest” of 
the American businessman, and we build with that as- 
sumption as a cornerstone. 

It follows, therefore, that the first requisite of any open 
price trade association is that it enthrone rugged indi- 
vidualism and avoid the snares and delusions of any para- 
mount duty to the group. The realization that a trade 
association effort is not hopelessly inconsistent with the 
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spirit of rugged individualism requires, first of all, a re- 
statement of the objectives of an open price market. 

Of self-interest, most industries have an abundance. 
The great need is for the self-interest to be enlightened 
by facts. Confronted by reliable, up-to-the-minute infor- 
mation on current market prices, and a full knowledge 
on the part of each businessman of his own relative posi- 
tion in the trade, there is every reason for this spirit of 
selfishness to direct the course which will net the greatest 
individual profit. The more reliable the market infor- 
mation and the more comprehensive the businessman’s 
knowledge of where he stands in his industry, the more 
his self-interest tends to shift from hand-to-mouth deal- 
ings to a farsighted, long-range view of his operations. 
When enlightened by reliable facts, the individual selfish 
motive for a maximum profit forces him to look beyond 
the immediate program and to recognize the dangers 
and the opportunities which lie far ahead. The more 
farsighted this view becomes, the more the individual 
urge for immediate profit merges with the broader course 
of national prosperity. 

Again we refer to recent judicial opinion for encour- 
agement in sustaining this view. The following quotation 
from Judge Mack’s decision in the lower court in the 
Sugar Institute case,* cited with approval in the Su- 
preme Court opinion in the same case, shows a keen 
realization of the effects of a wider and more precise 
knowledge of market information: 

Obviously, unless both buyers and sellers are well informed 
with respect to market conditions, fraud and misrepresentation 
are likely to be widespread. Thus, a buyer, by misrepresenting 
the price obtainable from one refiner may induce a competing 
refiner, ignorant of the actual situation, to sell at an unreason- 
ably low price; conversely, a seller by similar misrepresentation 
as to his competitive prices, may be able to exact an unreasonably 
high price from customers ignorant of the true conditions. Nat- 


urally, fraud and misrepresentation, made possible by ignorance 
of actual marketing conditions, may lead to arbitrary discrimina- 


1815 F. Supp. 817 (S. D. N. Y. 1934). 
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tion between customers. The testimony of defendant’s own wit- 
nesses indicate that competition among sugar buyers was so keen 
that when an arbitrary discrimination in favor of one became 
known, others similarly situated would ordinarily bring pressure 
to secure like favorable treatment. Either they would have suc- 
ceeded or the discriminatory favor would have had to be with- 
drawn. Immediate publicity given to prices and terms of all 
closed transactions, so far as the record shows, would not have 
been impracticable, would have resulted in preventing the dis- 
crimination, fraud, and misrepresentation that defendants pro- 
fessed to desire to avert. 


It may well be that the intensity of the price decline 
in 1932 and 1933 would have been greatly modified if 
buyers and sellers had shared with each other the full and 
complete facts of all markets. 

The Collection of Facts about Pricing.—Price facts 
fall in two classes: 

1. Prices of general application. 
2. Prices of limited or special application. 


The first class is familiarly known as the published or 
list price. It may be issued generally to the trade or sup- 
plied to salesmen and sales agents, either as a guide to 
the selling prices or as absolute instructions as to the 
prices to be charged. 

The second class includes prices limited to particular 
transactions, as in the case of custom made items or spe- 
cialties. More particularly, this class includes the well 
known cut-price—a concession from the published list 
which may or may not justify itself under the anti-price 
discrimination law. 

A price reporting plan that accepts the point of view 
heretofore set forth must of necessity recognize the exist- 
ence of both classes of prices and give to each its place 
in the reporting system, because the “market” is a mixture 
of both. 

There is one dominant legal consideration involved in 
the process of collecting price data. The Supreme Court 
has stated many times that an agreement to file prices 
was not in restraint of trade, provided such prices were 

2 
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those that had occurred in closed transactions.” The 
Court has not thus far extended its approval to agree- 
ments binding the parties to the reporting of current or 
future prices or quotations. 

In the Sugar Institute case, however, the Court made 
very clear that a past price could be reported and repub- 
lished to the industry “immediately” after the transac- 
tion had been completed. Precisely, when is a transaction 
completed? In the Maple Flooring case, the past price 
data was taken from invoice copies, but in the Sugar In- 
stitute case, the Court was dealing with general prices to 
the trade, made public through the customary channels 
of the trade. It is reasonable to infer that a price made 
generally available to all buyers in a given market has, 
by this very element of publicity, acquired the status of a 
past price the moment it is made effective. There would 
seem to be no obligation on the part of the seller to secure 
positive proof of actual sales in the form of orders or in- 
voice copies on every item on a published price list be- 
fore reporting it to the trade association. The very fact 
that the price has appeared as a general authorization to 
the sales organization to accept business at the prices in- 
dicated, or is circulated to the trade as an effective price 
list, tends to make the information public. It would be 
unreasonable to suppose that the trade association could 
not receive the information as soon as any member of the 
trade, and thereupon immediately disseminate the in- 
formation to the seller’s competitors. From the legal 
standpoint, therefore, a general price then in effect would 
seem to stand in the same light as a completed transaction 
or past price. 

However, in the case of a price which is not of general 
application, but is limited to a specific customer, a some- 
what different legal situation arises. A general price 
secures its right to the assumption that it is in the nature 
of a closed transaction from the fact that it is known to 


19 — Flooring Association v. United States, 268 U. S. 563, 45 Sup. Ct. 


578, 69 L. ed. 1093 (1924). 
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the entire market. The price which is made to a partic- 
ular person or particular group of persons has no basis 
for such an assumption. It cannot be classed as a closed 
transaction until at least the price element of the deal has 
been fully negotiated. Not only must the seller be willing 
to sell at the stated price, but the buyer must have 
accepted it in the full legal sense. 

It would seem, therefore, that an agreement among 
competitors to report quotations on specific transactions 
(as distinguished from generally applicable prices) in 
advance of the acceptance of such offers by the specified 
buyer, would conflict with the often repeated emphasis of 
the Court and the Federal Trade Commission” upon past 
or closed transactions as the proper basis for the collec- 
tion and dissemination of price data. This must not be 
confused with the equally well established proposition, 
developed by the Court in the Sugar Institute case quoted 
above, that voluntary advance notices of price revision 
may be circulated to the trade (including competitors) if 


made subject to change without prior notice.” But such 


20 The following quotation from the opinion of the Court in the Sugar In- 
stitute case, supra note 2 at 601, throws light upon its attitude toward practices 
which tend to hamper individual action with respect to current prices and 
pending quotations. It is important to note that the Court is discussing prices 
in the sense of the generally published prices of a seller. What is said here 
must not be taken as applying to prices applicable to specific transactions or 
otherwise limited in their application to certain buyers. 

“The vice in that agreement was not in the mere open announcement of 
prices and terms in accordance with the custom of the trade. That practice 
which had grown out of the special character of the industry did not restrain 
competition. The trial court did not hold that practice to be illegal and we see 
no reason for condemning it. The unreasonable restraints lay not in advance 
announcements, but in the steps taken to secure adherence, without deviation, 
to prices and terms thus announced. It was that concerted undertaking which 
cut off opportunities for variation in the course of competition however fair 
and appropriate they might be. But, in ending that restraint, the beneficial and 
curative agency of publicity should not be unnecessarily hampered. The trial 
court left defendants free to provide for immediate publicity as to prices and 
terms in all closed transactions. We think a limitation to that sort of publicity 
fails to take proper account of the practice of the trade. . . . That custom in- 
volves advance announcements, and it does not appear that arrangements merely 
to circulate or relay such announcements threaten competitive opportunities. On 
the other hand, such provision for publicity may be helpful in promoting fair 
competition. If the requirement that there must be adherence to prices and 
terms openly announced in advance is abrogated and the restraints which fol- 
lowed that requirement are removed, the just interests of competition will be 
safeguarded and the trade will still be incidental to its established price.” 

21 The following quotations from the Federal Trade Commission’s, Report on 
Open Price Associations, Sen. Doc. No. 226, 70th Cong., 2d Sess. (1929), are 
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announcements are, of course, related to prices of general 
application and in reading this portion of the Sugar In- 
stitute case, this distinction should be kept clearly in 
mind. A close reading of the Sugar Institute decision 
fails to disclose any basis for the belief that the present 
status of the law, with respect to price reporting for in- 
dividual sales, differs from that expressed by the Federal 
Trade Commission in 1929.” 

The attitude of the Court with respect to closed trans- 
actions that are not related to prices of general applica- 
tion, has much sound reasoning behind it. To permit 


pertinent to the question as to when a price applicable to a specific transaction is 
reportable. 

“One type of presumably illegal price reporting is that in which specific 
identified prices are distributed . . . the reporting of future prices, or of 
quotations that are to hold for some period is likewise to be regarded as 
illegal. . . . The word ‘quotation’ as used in this connection has not so 
definite a meaning as might be desired. Aside from being used sometimes 
for prices on actual transactions, its legal significance when it refers to the 
price element in offers differs greatly according to whether the quotations 
are made more or less public and to hold for some future time, or are made 
to an individual with reference to a specific contract and hold good only 
for such time as the possible buyer may reasonably take to consider the 
offer. In the latter case a quotation made may be as definitely finished and 
past as a sale. . . . But the systematic reporting of such quotations would 
evidently be objectionable on the score of its facilitating price agreements 
and the bringing of pressure to bear on ‘price-cutting.’ (Page 50.) 

Price reporting for individual sales may possibly serve only this 
purpose (detection of discriminatory prices) but in fact, and as a phase 
of association activities, it so inevitably serves other purposes that it should 
not be done. . . . There is no reason why a manufacturer should not com- 
municate directly and promptly with a competitor to verify an allegation 
made by a buyer as to low prices obtainable elsewhere. 

It is important to note that the taking of the association out of 
this work of verifying prices, even if the final effect may often be about 
the same, eliminates an important element of joint action with regard to 
the prevention of low prices. . 

. One advantage of the alternative method above suggested for 
verifying allegations and rumors is that it can be applied also to quota- 
tions, that is, to terms offered on contracts not closed. These, it is gen- 
erally understood, cannot legally be included in a price reporting plan; yet 
it may be just as important that allegations and rumors regarding quota- 
tions be subject to check and verification as that prices on completed trans- 
actions be thus protected from misrepresentation.” (Page 370.) 

The following quotation from the decision of the United States Supreme 
Court in the Maple Flooring Case (268 U. S. 563) : 

“It is to be noted that the statistics gathered and disseminated do not 

include current price quotations . . . 
Later on in the same opinion, we read: 

“We decide only that Trade Associations, or combinations of persons, 

or corporations which openly and fairly gather and disseminate informa- 


tion as to . . . the actual price which the product has brought in past 
transactions.” 


22 Ibid. 
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concerted action among competitors with respect to the 
reporting of quotations on pending orders certainly 
would facilitate concerted action in the establishment of 
the prices at which such goods finally are sold. So long 
as the offer has not been accepted, the seller is free to 
withdraw. To permit an exchange of information among 
competitors at this stage of a transaction is, to all prac- 
tical purposes, to permit preliminary conferences among 
sellers leading to a limitation of individual freedom in 
the establishment of prices. Even if there were, in fact, 
no such collusion, there is legal justification for an as- 
sumption that there was concert of action if identical bids 
result and the respondent would be without the benefit of 
evidence to rebut the prima facie case. 

Minds schooled in the procedure of “gentlemen’s 
agreement” usually find it very difficult to appreciate the 
sufficiency of information as to past prices. To their way 
of thinking, any plan of this sort must involve some sort 
of future commitment. There is usually a strong feeling 
that the plan wholly fails which does not involve an ex- 
pressed or implied agreement to maintain price levels. 
The assumption that any open price system must be a 
sham, and coupled with a secret control of future prices, 
is the reason why most of these systems have been re- 
garded with utmost suspicion by the guardians of the 
consumer. 

A true open price plan incorporates no such concept 
and relies for its success upon no expressed or implied 
agreement as to future prices. Under the terms of such a 
plan, the price I file is the price I have already nego- 
tiated. I am under no obligation, either moral or legal, 
to continue to sell at that price. I change my price first 
and notify the industry afterwards. 

Under the terms of the Supreme Court decision in the 
Sugar Institute case, the open price plan could stipulate 
immediate reporting if it were practical to do so. There 
could be no legal objection to the use of the teletypewriter 
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or other similar device, to facilitate a more rapid dissemi- 
nation of information as to past prices. The use of such 
devices would undoubtedly bring the information as to 
past prices very close to the actual present. Such a plan 
would most certainly take the Chief Justice literally when 
he said with approval, 

The trial court left the defendants free to provide for imme- 
diate publicity as to prices and terms in all closed transactions. 
(Italics supplied.) ** 

Undisclosed transactions involving prices at variance 
with the seller’s general prices stimulate the spread of 
misinformation and uncertainty as to market conditions. 
Buyers, as well as sellers, suffer by this uncertainty. It 
is very proper, therefore, for an open pricing plan, in 
furtherance of its legitimate objectives, to require prompt 
reporting of such prices when they become an element in 
a closed transaction. Any plan which makes no attempt 
to gather and disseminate such facts cannot truly depict 
market conditions. It is believed that an open price plan 
which requires such reporting equips the seller, who is 
acting in good faith under the law, to enter the market 
with an assurance that he knows where he stands. He 
always is prepared to meet conditions as they are.” 

An open price plan which embraces the reporting of 
prices in individual transactions, must, of necessity, im- 
pose upon the subscriber to such a plan the obligation to 
report any transaction involving discrimination imme- 
diately after the said price has become binding upon the 
buyer and the seller. The report must be complete as to 


23 Supra note 2 at 601. 


24 All prices at variance with a seller’s general prices are not within the pro- 
hibitions of the Robinson-Patman Act. Justifiable cost savings, distress mer- 
chandise, prices made to meet the equally low prices of a competitor, all com- 
bine to produce the possibility of many such transactions entirely within the 
law. The reporting plan must provide for such prices to become known. This 
is in direct support of the principles of the Robinson-Patman Act and can fairly 
be said to directly aid in its observance. Nevertheless, the question of legality 
under this Act is for the individual seller and the price reporting plan itself 
can take no direct part in bringing to light prices which may not be justified 
under the Act. The seller’s obligation under the price reporting plan is to 
report all such prices and the agency must disseminate the information so 
received without relation to the legality or illegality of the price under the Act. 
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all aspects of prices, terms, and conditions of sale. The 
subscriber must subscribe to the transaction fully and 
completely as to differentials in price and any variation 
from quality standards or terms or conditions of sale. In 
other words, the report of the transaction should identify 
the commodity and its particular method of sale. 

The Dissemination of Price Information.—To those 
who enter upon an open price association under the con- 
viction that they have joined hands to fight a common 
enemy, the legal requirements that all information as to 
closed transactions disseminated by the group be made 
“fully and fairly available” to buyers and sellers alike, 
comes as a rude shock. It is tantamount to an order to 
disclose everything to the enemy and hardly consistent 
with usual defense tactics. 

It is only when the approach to open pricing is made 
with a full realization that the primary interest is not 
“for the good of the industry,” (meaning sellers only), 
but rather for the “good of the industry,” (meaning buy- 
ers and sellers alike), that this rigid requirement of broad 
publicity becomes intelligible. When viewed in this 
light, the law and the practice are thoroughly consistent 
and the true success of an open price association is seen 
to rest upon the conscientious observance of this rule. 
The enemy is then seen to be inadequate or misleading 
information regarding price—an enemy to both buyer 
and seller. 

The legality of a plan of open pricing rests upon the 
extent to which both buyers and sellers are given access 
to price information. This point has been dealt with at 
length in the cases passed upon by the Supreme Court in- 
volving price reporting. The lower court in the Sugar 
Institute case ruled the reporting plan invalid, largely 
because of the inadequacy of the release of the informa- 
tion to buyers. 

The following excerpt from the injunction restraining 
the members of the Sugar Institute gives a clear indica- 
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tion of the Supreme Court’s decision in this regard. This 

section contains the modification indicated in the Supreme 

Court’s opinion and represents the final restraining order. 

The members of the Institute are restrained from— 

effectuating any system of gathering and/or disseminating sta- 
tistical information regarding melt, sales, deliveries, stock on 
hand, stock on consignment, stock in transit, the volume of sugar 
moved by differential or other particular type of route, and new 
business, wherever and to the extent that said information is not 
made, or is not readily, fully and fairly available to the pur- 
chasing and distributing trade. 

The price reporting plan, therefore, must contemplate 
a genuine effort to make the price information “readily, 
fully and fairly available.” Just what this means is again 
a question to be decided by the circumstances of each in- 
dustry. Where buyers either are well organized or form 
a clearly defined constant group, the availability of the 
information can be made known without difficulty. 
These conditions usually are met in cases where the bulk 
of the products is sold through established wholesalers. 

It is undoubtedly proper to make a reasonable charge 
for the information, although care should be exercised to 
insure that the charge does not prove to be an effective 
deterrent. 

Where the customers of an industry mostly are indus- 
trial consumers or widely scattered jobbers, the problem 
is somewhat more difficult, both from the standpoint of 
the availability of the information and of the response 
from customers in the use of the information. The prob- 
lem is further complicated if the price information is 
bulky and intricate and not calculated to arouse an in- 
telligent interest among the buyers. It would seem, how- 
ever, that an industry so situated would approximate the 
conditions of an open market if reasonable efforts are 
made from time to time to establish the general knowl- 
edge that price information was available to all who had 
a legitimate interest therein. Large buyers, undoubtedly, 
would take advantage of such opportunity, and the trade 
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association officers, and the members, could further the 
efforts by responding to bona fide requests for the in- 
formation. The important element in the requirement of 
publicity is that the information be made available. 
When information is openly offered to the trade, the fact 
that buyers lack the interest to call for it does not mean 
that it is not available. Another detail not to be over- 
looked is the requirement that sellers who are not mem- 
bers of the association have access to the information on 
terms that are fair and reasonable.” 


Not only is there a strong legal compulsion behind the 
honest publication of price data, but some very practical 
considerations point to the wisdom of the adoption of a 
whole-hearted effort to make the buyers conscious of the 
fact that price data are fully and fairly available to them. 
The full success of the open price policy will depend 
squarely upon the fact that most sellers and most buyers 
will develop confidence in a reliable reporting service 
which indicates from day to day what the goods sell for in 
actual closed transactions. In this situation, secrecy no 
longer is an asset, either to the buyer or to the seller. On 
the contrary, the buyer has much to gain by the full publi- 
cation of his bargain prices to all other buyers and sellers. 
It is a sure way to probe the “weak” spots, to locate the 
sellers that are hungry for business. It is also a guarantee 
to the public that if and when all sellers in a given market 
are so satisfied with current and future prospects that they 
stand pat on their prices in the face of a substantial profit 
margin, that the attendant publicity will attract new com- 
petition. In a closed or “blind” market, the buyer who 
prides himself upon the certainty that his “hard-boiled” 
tactics or smart trading has netted his company the best 
deal of them all, and the salesman who is absolutely cer- 
tain that he is in on the inside track and that his conces- 


*5 For a discussion of the validity of charging such non-members a higher 
fee or discriminating in type of service rendered to them see Federal Trade 
Commission’s, Report on Open Pricing, supra note 21. 
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sions are the least that will hold the business, both are 
more than likely the victims of their own blindness. 
Extra special deals given or received must be compen- 
sated by surcharges, “overages,” elsewhere. It is a 
strange commentary on business ethics that the victims of 
these “overages” usually are the seller’s best customers— 
those so attached to their source of supply that they do 
not “shop” for prices. It is always in the hope that these 
surcharges, fitted in here and there upon unsuspecting 
buyers, will counteract the cost of the special concessions. 
Merited business failures would be more frequent if this 
hope were never realized. 

Elsewhere we have considered the advantages of open 
pricing to the seller, emphasizing the damaging con- 
sequences of secret price concessions. The advantages are 
not one-sided. Under the terms of an effective open price 
association, the buyer is given a reasonable opportunity 
to deal with facts when bargaining for his goods. First 
of all, he can be reasonably certain that he is getting as 
favorable prices and terms as any of his competitors. He 
has a decided check upon the quality of the goods he 
buys, and the qualities available to his competitors. Like 
the open trading in the commodity market, the price of 
a given item tends to be uniform at any given moment, 
but at the lowest level. He knows, too, that it takes but 
one seller to bring that price down, while virtually unan- 
imous action is required to raise the price level. In an 
open price market, the buyer knows that the seller 
assumes the full responsibility for the prices he makes. 
He cannot blame anyone but his own house for the prices 
and terms he names. Both buyer and seller know that 
while their bargaining may be behind closed doors and 
a private matter between them, the bargain, when com- 
pleted, quickly becomes public knowledge. In a “blind” 
market, there are few effective secrets as to prices named 
in special deals. The undercover publicity, however, is 
particularly vulnerable to distortion by false and mis- 
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leading rumors. To the buyer, this is an added reason 
why he should seek to guarantee that the seller is bound 
to give him the maximum advantages in the current 
market. The buyer realizes also that in this general 
dissemination of price information, there is a very sub- 
stantial protection against collusive price maintenance. 
Most industries today possess an ample supply of pro- 
duction facilities. These are hungry for work to do, and 
in addition, the very real probability that new units will 
soon seek to capitalize upon an unduly profitable price 
level, offer a genuine assurance against monopolistic 
pricing. 

Naturally, the buyer’s advantages rest upon the avail- 
ability of the price information to them. If their co-op- 
eration is to be enlisted, if they are to have the confidence 
in the good faith of the seller’s pledges in setting up an 
open price association, there must be a genuine effort put 
forth to make available information to the buyers as an 
integral part of the undertaking. Without this, the plan 
is not a true open price association and must fail both at 
law and in practice. 


Essential Elements of An Open Pricing Plan.—The 
following constitutes certain elements of open pricing 
which experience indicates as essential. This does not 
foreclose the addition of other elements which specific 
situations seem to require. 


I. All who contribute price information undertake to 
file with the manager of the plan: 


(a) The prices, terms and conditions of sale applicable to each 
and every transaction. This undertaking should be carefully 
defined to the end that the filing be a complete and compre- 
hensive declaration of all effective prices and selling policies ; 
1. Prices and terms of general application are filed by the 

filing of the price lists or salesman’s pricing instructions. 
2. Prices and terms of limited application are filed as to 
each transaction to which they apply. 
3. A price to be reportable must have been published to the 
trade or fully negotiated and binding upon buyer and 
seller alike. 
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(b) 


(c) 
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4. There is no commitment as to current or future prices 
or terms. 

5. There is no industry or trade “structure” or “trade prac- 
tice” commitment. Each contributor is at all times free 
to establish his own selling policy. Trade customs, as 
such, receive no recognition, except as they may be em- 
bodied in the policies of individual distributors. 

6. There is a definite commitment to file each and every 
change in price or selling policy immediately upon its 
becoming effective in a closed transaction. (This applies 
to prices of general application as well as to those of 
limited application. ) 

Duplicate copies of each and every sales invoice (this may 

be varied to include or substitute sales orders, future deliv- 

ery contracts, commitments, etc.). 

In some industries, the item of stocks of finished goods on 

hand may be classed as essential information to a full under- 

standing of the market, and regular reports on this informa- 
tion may be undertaken. 


II. The subscribers imposed upon the manager the fol- 
lowing obligations: 


(a) 


(b) 


(c) 


(d) 


ITT. 


To publish all filings, individually or in the form of a 

compilation. 

1. Showing each price of general application with seller 
identification, or 

2. Showing major and minor markets, or 

3. Showing only lowest filed price. 

To publish essential elements of every price, term or con- 

dition of sale of limited application, without, however, iden- 

tifying either the seller or the buyer. 

To disseminate such information to all contributors and to 

make this information available to all properly interested 

persons, including non-subscribing sellers, buyers, public 

agencies, etc. 

Compile statistical reports from duplicate invoices, sales 

orders, commitments, etc., indicating various aspects of the 

relative position and status of contributors and such general 

market facts as may be essential in the particular industry. 


The time limit allowable for reporting price 


changes, are established either: 


(a) 
(b) 
(c) 
(d) 


The 


Immediately, by mail, telegraph or teletype. 
The same business day. 

By noon of the next business day, or 

Any other definite period. 


reader is referred to footnotes in Part II below 


for recent interpretations of the legal limits of open price 
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reporting which appear in several consent judgments in 
civil procedures instituted by the Attorney-General in 
antitrust cases. 

There is some opinion to the effect that the Supreme 
Court decision in the Socony-Vacuum Oil Company, Inc. 
case, rendered May 6, 1940, curtails the scope of trade 
association undertaken in open pricing. We think not. 
The Court is most explicit in this decision in its differ- 
entiation between price fixing or price “stabilization” 
programs, and programs concerning the collection and 
dissemination of market information. The Court says: 

Nor are Maple Flooring Manufacturers Association v. United 
States, and Cement Manufacturers Protective Association v. 
United States at all relevant to the problem at hand. For the 
systems there under attack were methods of gathering and dis- 
tributing information respecting business operations. It was 
noted in those cases that there was not present any agreement 
for price fixing. And they were decided, as indicated in the 
Trenton Pottery case, on the express assumption that any agree- 
ment for price fixing would have been illegal per se. And since 
that element was lacking, the only issues were whether or not 
on the precise facts there presented, such activities of the com- 
bination constituted unlawful restraint of commerce. A majority 
of the Court held they did not. 

Thus, the Court maintained its established position 
that the mere collection and dissemination of market in- 
formation is not in itself “price fixing per se.” Any such 
plan must, of necessity, stand clear of any overriding 
agreements with respect to price or pricing policy. Like 
any other entirely lawful undertaking, it may become an 
accessory to an unlawful conspiracy. This means, of 
course, that any such plan must be operated so as to avoid 
even the appearance of any connection with an under- 
standing among the contributors, or any group among 
them, that prices or pricing policies should respond to 
the information disseminated by the manager in accord- 
ance with any pre-arranged formula. All that needs to be 
said here is that this same precaution is essential in con- 
nection with any trade association effort. 

(To Be ConTINUED.) 














SOME CURRENT TRENDS IN THE 
CONSTRUCTION OF THE FEDERAL RULES * 


JAMES A. PIKE 
Attorney, Securities and Exchange Commission; Lecturer in Law, 


George Washington University Law School 

The new Federal Rules have been the basis of proce- 
dure in the federal courts for but a little over two years. 
Yet in this short period they have received more judicial 
construction than any other procedural code ever received 
in a decade. In all there have been well over a thousand 
written opinions on points of practice under the Rules. 
Of this number well over two hundred have related to 
discovery under Rules 26 to 37; almost a hundred have 
dealt with the bill of particulars under Rule 12(e); 
about seventy-five have dealt with summary judgment; 
and about forty have construed the new third-party prac- 
tice under Rule 14. Only twelve of the eighty-six Rules 
have failed to receive construction—and these deal with 
such matters as disability of the judge, motion day, books 
kept by the clerk, court stenographers, and the title of 
the Rules. No less than 650 separate points of procedural 
law have been passed on by these decisions. 

Any attempt to cover the entire field represented by 
these points of law would sound like the reading of an 
index to the subject rather than discussing the subject 
itself. It perhaps would be more profitable to select for 
somewhat careful treatment a few of the problems which 
are of general interest and around which a considerable 
number of the decisions have clustered. 

Before the effective date the most helpful way to 
understand the Rules relating to pleading, objections to 
pleadings, discovery and pre-trial was to gain a grasp 
of their general philosophy. Interestingly enough, it 
happens that to understand many of the developments in 


* Address delivered at the annual Convention of the State Bar of California, 
September 26, 1940. Footnotes have been added by the author. 


[ 26] 
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the case-law it is still necessary to bear this philosophy 
in mind. This is especially so since it is apparent that 
the courts on a number of important points have followed 
these general notions more closely than they have fol- 
lowed the language of the Rules themselves. It will be 
helpful, therefore, to review the function of what can be 
called the new federal trial-preparation machinery. 


Any system of procedure preparatory to trial has three 
objects: (1) notice-giving—informing the parties of the 
general nature of the claims or defenses to be litigated; 
(2) issue-formulation—narrowing the matters in dispute 
between the parties in order to simplify the trial; and 
(3) fact-revelation—making it possible for the parties to 
be familiar before. trial with the facts relevant to the 
case. Under common-law procedure, and to some extent 
under the Codes, the burden of performing the three 
functions falls almost entirely upon pleading—a falter- 
ing workman indeed for the performance of such great 
tasks. The new Federal Rules of Civil Procedure have 
supplied pleading with two husky helpmates: the pre- 
trial hearing under Rule 16 bears much of the burden 
of issue-formulation; and the discovery procedure under 
Rules 26 to 37, in addition to aiding in issue-formulation, 
bears most of the burden of fact-revelation.* With re- 
spect to issue-formulation, pleadings are growing increas- 
ingly less effective because of the trend toward liberality 
of amendment during the course of trial where objection 
to the introduction of evidence is made on the ground of 
“variance,” and toward the implied amendment of plead- 
ings to conform to evidence received without objection.’ 

1 For recent statistics on the effectiveness of pre-trial procedure see the figures 
compiled by Justice Laws in (1940) 26 A. B. A. J. 447. See generally Sunder- 
land, Theory and Practice of Pre-Trial Procedure (1937) 36 Micu. L. Rev. 
215. On the discovery rules see Pike 4 Willis, The New Federal Deposition- 


Discovery Procedure (1938) 38 Cot. L. Rev. 1179, 1436; Pike and Willis, 
Federal Discovery in Operation (1940) 7 U. or Cur. L. Rev. 226. 


“ys Federal Rule 15 (b), applied in Lientz v. Wheeler, 113 F. a. 4 
(C. C. A. 8th, 1940); Low v. Davidson Mfg. Co., 113 F. (2d) 364 (C. C 
7th, 1940) ; Caldwell v. Sears-Roebuck & Co., 31 F. Supp. 888 (W. D. 4 
1 940) ; fee Kantor Delicatessen, Inc., 3 F. R. Serv. 15b.1, Case 3 (E. D. 
N. Y. 1940). 
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Thus the only task with respect to which pleading is 
particularly significant is that of notice-giving.* This 
makes possible a more generalized form of statement 
than was heretofore appropriate. As pleadings have be- 
come less prominent in the trial-preparation picture, 
objections thereto, designed to polish them to perfection, 
have been viewed with less favor.* 


THE ONE ForRM OF ACTION 


The provision in Rule 2 for one form of action holds 
no novelty for lawyers in code states; but bordering on 
the novel is the liberal application of this rule in two 
recent federal decisions. In Nester v. Western Union 
Telegraph Co.,° the plaintiff sought damages for the de- 
fendant’s negligence in failing to deliver a telegram to 
the right address. As the court said, “the complaint 
sounds in tort.”” Nevertheless when the plaintiff failed 
to prove the special damage required for tort recovery 
the court allowed a recovery on the theory of a contrac- 
tual obligation to pay liquidated damages, an obligation 
implied from the provision on the back of the telegram 
blank—and pleaded by the defendant—which limited re- 
covery to $500. While the Supreme Court reversed this 
case on the substantive law point, completely in line with 
the principles of the new Rules is the lower court’s state- 
ment that 

Under the liberal Rules of the reformed procedure, the plain- 
tiff is entitled to recover, not on the basis of his allegations of 
damages or of his theory of damages but on the basis of the 
facts as to damages shown in the record. . . . Differences in 


the forms of claims being abolished, the plaintiff should be denied 
relief only when, under the facts proved, he is entitled to none. 


3 Of course this phrase is used in a broad sense and includes, as the func- 
tions of pleading (1) an outline of the dispute to be litigated, (2) a basis for 
classifying the case for the purpose of later steps in the judicial process, and 
(3) a basis for the application of res judicata. 

4 See Remarks of Judge Charles E. Clark, CLEVELAND PROCEEDINGS ON FEp- 
ERAL Rutes (1938) 220; Pike, Objections to Pleadings under the New Fed- 
eral Rules of Civil Procedure (1937) 47 Yate L. J. 50. 

525 F. Supp. 478 (S. D. Cal. 1938). 

® Western Union Telegraph Company v. Nester, 309 U. S. 582, 60 Sup. Ct. 
769, 84 L. ed. 711 (1940). 
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In Gay v. E. H. Moore, Inc.,’ an even greater “switch 
in theory” was allowed. A workman injured in the course 
of employment, acting on the advice of the company’s 
physicians that he had sustained only a temporary injury, 
agreed to compromise his claim for a small amount. 
Later finding that he was permanently disabled he insti- 
tuted an action for damages against the doctors and the 
company since by his settlement he had lost his claim— 
a theory without legal basis. But on motion to dismiss, 
the complaint was sustained, since upon the facts the 
court, acting in equity, could set aside the order of the 
Industrial Commission, thus enabling the plaintiff to re- 
new his claim before it. 

In line with this same approach are the many cases 
which have held that the defense of adequate remedy at 
law is no longer valid in the federal courts.* 

The decisions, however, make it clear that, just as under 
the codes, the forms of action and the distinction between 
law and equity are still important in three connections: 
(1) the determination of the applicable period of limita- 
tion;*® (2) the application of the substantive law and the 
propriety of certain remedies;*° and (3) the determina- 
tion of the right to jury trial.” 


PROPER GENERALITY OF ALLEGATION 


Perhaps no procedural problem has more engaged the 
attention of courts in Code states and more harassed 
pleaders than the determination of what are the “ultimate 
facts” as opposed to “conclusions of law” and “eviden- 
tiary matter.” The books are full of decisions which pur- 


726 F. Supp. 749 (E. D. Okla. 1939). 

8 E.g., American LaFrance Fire Engine Co. v. Shenandoah, 30 F. Supp. 251 
(E. D. Pa. 1939) ; Thermex Co. v. Lawson, 25 F. Supp. 414 (E. D. Ill. 1938) ; 
Grauman v. City Co. of New York, 31 F. Supp. 172 (S. D. N. Y. 1939). 

® Williamson v. Columbia Gas & Elec. Corp., 110 F. (2d) 15 (C. C. A. 3d, 
1939), cert. den., 60 Sup. Ct. 1087 (U. S. 1940); Partridge v. Ainley, 28 F. 
Supp. 472 (S. D. N. Y. 1939). 

1939)” Independence Shares Corp. v. Deckert, 108 F. (2d) 51 (C. C. A. 3d, 

11 The cases on this problem under the new Rules are analyzed in Pike and 
Fischer, Pleadings and Jury Rights in the New Federal Procedure (1940) 
88 U. or Pa. L. Rev. 645, 665. 
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port to decide this question, for particular jurisdictions, 
as to particular allegations. But, as the Colorado court 
has well said, “The principal and perhaps the only way 
to determine what is ultimate fact is by precedent.” 
Many judges and legal writers come to realize that the 
whole thing is a matter of degree** and that the problem 
is more intelligible when stated in terms of the proper 
generality of allegation.* But to avoid the morass of 
decisions which have taken a conceptual view of the 
“ultimate facts” trichotomy the new Rules have not pre- 
served the distinction,* but rather require only “a short 
and plain statement of the claim showing that the pleader 
is entitled to relief” (Rule 8(a)(2)). “To indicate the 

. simplicity and brevity of statement which the Rules 
contemplate” (Rule 84), there is included an appendix 
of forms which are considerably more general in state- 
ment than the usual pleadings under the code. All this 
is in line with the decreased importance to be attached to 
the role of pleading in a system where, as indicated above, 
discovery and pre-trial better perform pleading’s former 
tasks of fact-revelation and issue-formulation, leaving to 
pleading chiefly the function of notice-giving. 

On the whole, the decisions have adopted this ap- 
proach. The extremely brief mode of pleading negli- 
gence indicated in Form 9 has been approved by a Circuit 
Court of Appeals,** and several decisions have given ex- 
plicit recognition to the view that under the new Rules 
the chief function of pleadings is the giving of notice. 
For example, in a decision by the Northern District of 


12 City and County of Denver v. Bowen, 67 Colo. 315, 184 Pac. 357 (1919). 
See also Clark v. Chicago & St. P. Ry. Co., 28 Minn. 69, 9 N. W. 75 (1881). 

13 See e.g., the dissenting opinion of Mr. Justice Holmes in Southern Ry. 
Co. v. King, 217 U. S. 524, 30 Sup. Ct. 594, 54 L. ed. 868 (1910); and Cook, 
“Facts” and “Statements of Facts’ (1937) 4 U. or Cut. L. Rev. 233; Remarks 
of Judge Charles E. Clark, ProcEEDINGS oF WASHINGTON INSTITUTE ON FED- 
ERAL Rutes (1939) 69. 

14 See CLARK, Cope PLeapinc (1928) 150 et seg.; Pike, Cases on NEW 
FEDERAL AND Cope Procepure (1939) 128 et seq. 

15 See 1 Moore, Feperat Practice (1938) 553; Commentary (1939) 1 F. R. 
Serv. 84.24; Sunderland, The New Federal Rules (1938) 40 W. Va. L. Q. 1, 5. 

16 Sierocinski v. E. I. DuPont de ~~? & Co., 103 F. (2d) 843 (C. C. "A. 
3d, 1939), Note (1940) 28 Cauir. L. Rev. 235. 
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California, the court, ruling on motions directed to a 
complaint said: 


The modern philosophy concerning pleadings is that they do 
little more than indicate generally the type of litigation that is 
involved. A generalized summary of the case that affords fair 
notice is all that is required.%’ 


And the Southern District of New York has held that 
a complaint is not objectionable because it is pleaded in 
the form of conclusions rather than facts.”* 

In this trend toward more general pleading, while 
“conclusions of law” have achieved a measure of legiti- 
macy, evidentiary allegations have become even less toler- 
able than under code pleading.”* Nevertheless the general 
spirit of liberality under the new Rules has moved courts 
to refuse to strike harmless evidentiary matter.” Simi- 
larly, the emphasis on the function of pleading as giving 
“notice” and revealing “the nature of the claim” has some 
relation to the doctrine which has begun to show itself, 
particularly in the decisions of the Southern District of 
New York*'—a doctrine which in a recent discussion was 
called, for lack of a better name, “the pleading of the 
theory of recovery.” *” Briefly, it comes down to this: 
while, as indicated above,” a litigant under the new 
Rules is no longer to be hampered in the introduction of 


17 Securities and Exchange Commission v. Timetrust, Inc., 28 F. Supp. 34 
(N. D. Cal. 1939). 

18 MacLeod v. Cohen-Erichs Corp., 28 F. Supp. 103 (S. D. N. Y. 1939). 
Also see Van Dyke v. Broadhurst, 28 F. Supp. 737 (M. D. Pa. 1939); Leimer 
v. State Mut. L. Ass. Co., 108 F. (2d) 302 (C. C. A. 8th, 1940); Young v. 
Aetna Life Ins. Co., 32 F. Supp. 389 (E. D. Pa. 1940). But cf. Lewis v. United 
States, 27 F. Supp. 894 (E. D. Tenn. 1938); In re Roxy Liquor Corp., 107 
F. (2d) 533 (C. C. A. 7th, 1939); and Remarks of Judge H. Church Ford 
(1940) 1 F. R. D. 315-19. 

19 Byers v. Clark & Wilson Lumber Co., 27 F. Supp. 302 (Ore. 1938) ; 
Hindleman v. Specialty Salesman Magazine, Inc., 1 F. R. D. 278, 3 F. R. Serv. 
12f.23, Case 1 (N. D. Ill. 1940). 

20 Westmoreland Asbestos Co. v. Johns-Manville Corp., 32 F. Supp. 731 
(S. D. N. Y. 1939); Securities and Exchange Commission v. Timetrust, Inc., 
supra note 17. 

21 Atwater v. North American Coal Corp., 2 F. R. Serv. 8a.25, Case 2 (S. D. 
N. Y. 1939); Baird v. Dassau, 1 F. R. D. 275, 3 F. R. Serv. 8a.25, Case 1 
(S. D. N. Y. 1940); Capdevielle v. American Commercial Alcohol Corp., 
1 F. R. D. 365, 3 F. R. Serv. 84.25, Case 4 (S. D. N. Y. 1940); cf. Catanzaritti 
v. Bianco, 25 F. Supp. 457 (M. D. Pa. 1938). 

22 See Commentary (1940) 3 F. R. Serv. 8a.26. 

23 See pp. 28-29, supra. 
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evidence or limited in his recovery by the theory adopted 
in his pleading (as under the old “theory of the plead- 
ings” doctrine) ,™ yet, in testing the sufficiency of a plead- 
ing by a motion to dismiss, the requirement of clarity 
in Rule 8(e) (1) should be applied to require that the 
pleading truly reflect the basis upon which the plaintiff 
believes he should recover. This view is not necessarily 
based on any hidebound notion of pleading artistry: it 
may be justified upon the basis of fair “notice.” But as 
reasonable as this approach is, it could be very easily 
applied in a way which would destroy much of the liber- 
ality of the new system of pleading. And certainly after 
the case has passed beyond the pleading stage it is to be 
earnestly hoped that the courts will conform to the spirit 
of Rule 15(b) on amendments during the course of 
trial,” rather than applying traditional standards of “vari- 
ance,” and will heed the mandate of Rule 54(b) that 
parties are to recover whatever they are entitled to under 
the proofs. Particularly pertinent is the statement of 
Judge Clark in a recent opinion: 


At any rate, the new Rules make it clear that it is not dif- 
fering legal theories, but different occurrences or transactions, 
which form the basis of separate units of judicial action.*® 


THE “SPECIAL APPEARANCE” 


The new Rules do not in terms abolish the “special 
appearance,” but have this effect. Rule 12(b) pro- 
vides that defenses of jurisdiction, venue and process 
may, at the pleader’s option, be asserted in the answer or 
by motion.” If a party so desires, he can make a pre- 
liminary motion solely on grounds of jurisdiction of the 
subject matter or person, venue, or process (Rule 12(g) ) ; 


24 See Gavit, The Theory of the Case (1934) 9 Inp. L. J. 458. 

25 See p. 27, supra. 

26 Concurring opinion in Atwater v. North American Coal Corp., 111 F. (2d) 
125 (C. C. A. 2d, 1940). 

27 See Commentary (1940) 3 F. R. Serv. 12b.23. 

28 For a general discussion of the new motion practice see Pike, Objections to 
Se’ fe Under the New Federal Rules of Civil Procedure (1937) 47 Yate 
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but he need not do so, and waives nothing by making such 
objections in the answer. Rule 12(b) states that “no de- 
fense or objection is waived by being joined with one or 
more other defenses or objections in a responsive plead- 
ing or motion.” On the other hand, if the objecting party 
does not raise all of these dilatory defenses (except, of 
course, jurisdiction of the subject matter) in any motion 
he may make, or in the answer if he has made no motion, 
he does waive (Rule 12(g) and (h)). So while the form 
of the old “special appearance” is preserved in the pre- 
liminary motion under Rule 12(g), in substance the 
preliminary motion is merely a matter of convenience, 
not of necessity,” and the formula has been reversed. 
Where formerly joinder might mean waiver, now non- 
joinder is likely to create a waiver. 

The cases under the new Rules have, on the whole, 
clearly recognized this change. It has been held that an 
objection to personal jurisdiction is not waived by joining 
it with objections to the jurisdiction of the subject mat- 
ter,” to the lack of indispensable parties,” or to misjoinder 
of parties;** nor by pleading it in the answer along with 
defenses to the merits and a counterclaim.” 

It has also been held that waiver does not result from 
filing an “appearance,” ** and another decision has said 
that motion to transfer the case to another division of the 
court is not a waiver of venue.” 


One opinion held that a motion for a bill of particulars 
is a waiver of lack of personal jurisdiction,** but the deci- 


29 See Remarks of Judge Charles E. Clark, ProcEepINcs oF CLEVELAND IN- 
STITUTE ON FEDERAL Rutes (1938) 242-45. 

30 American-Mexican Claims Bureau, Inc. v. Morganthau, 26 F. Supp. 904 
{999)" 1939) ; Toulmin v. James Mfg. Co., 27 F. Supp. 512 (W. D. N. Y. 
1939). 

31 American-Mexican Claims Bureau, Inc. v. Morganthau, supra note 30; 
=_— Farmers Defense Com. v. United States, 26 F. Supp. 941 (Mass. 
1939). 

82 Glazier v. Sant, 33 F. Supp. 113 (W. D. Mo. 1940). 

33 Sadler v. Pennsylvania Ref. Co., 33 F. Supp. 414 (W. D. S. C. 1940). 

34 Devine v. Griffenhagen, 31 F. Supp. 624 (Conn. 1940). 

35 Duval v. Bathrick, 31 F. Supp. 511 (Minn. 1940). 

36 Johnson & Gould, Inc., v. Joseph Schlitz Brewing Company, 28 F. Supp. 
650 (E. D. Tenn. 1939). 
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sion has been severely criticized® and eight months later 
the judge revised his view on the matter to hold to the 
contrary.” Meanwhile a strong opinion by Judge Hincks 
has held that the defense of lack of jurisdiction of the 
person is not waived by moving for a bill of particulars.” 

On the other hand, successive motions as to venue, 
process and personal jurisdiction are not allowable. It has 
been held that a party may not make a motion based on 
venue, and on his being overruled make another motion 
based on process;*° nor may a new objection be raised 
in the answer (Rule 12(h)). 

The new Rules have made no change in the law con- 
cerning the effect of overruling a motion based on juris- 
diction, venue or process. The party simply answers over, 
preserving his objection, and in the event of an adverse 
judgment, may raise the point on appeal. Formerly it 
was indicated that the objection should be renewed in the 
answer in order to preserve it;* but this would seem an 
unnecessary step, and it has been held to be improper in 
a case decided under the new Rules.” 


THE “SPEAKING DEMURRER” 


Familiar in common law, equity and code practice is 
the rule against the “speaking demurrer”—the rule that 
on demurrer no facts outside the pleading attacked may 
be considered, but the pleading must stand or fall on its 
own allegations.“* Under Rule 12(b) the motion to dis- 
miss has been substituted for the demurrer. The rule 


37 Notes (1940) 40 Cor. L. Rev. 153 and 53 Harv. L. Rev. 493. 

38 Johnson & Gould, Inc., v. Joseph Schlitz Brewing Company, 33 F. Supp. 
176 (E. D. Tenn. 1940). 

39 Devine v. Griffenhagen, 31 F. Supp. 624 (Conn. 1940). 

40 Fort Wayne Corrugated Paper Co. v. Anchor Hocking Glass Corp., 31 F. 
Pee 403 (W. D. Pa. 1940); Carter v. Powell, 104 F. (2d) 428 (C. C. A. Sth, 

41 Molesphini v. Bruno, 26 F. Supp. 595 (E. D. N. Y. 1939); Vilter Mfg. 
Co. v. Roloff, 110 F. (2d) 491 (C. C. A. 8th, 1940). 

42 See Orinoco Co. v. Orinoco Iron Co., 296 Fed. 965 (App. D. C. 1924), 
app. dis., 265 U. S. 598, 44 Sup. Ct. 461, 68 L. ed. 1199 (1924). 

43 Molesphini v. Bruno, supra note 41. 

44 Ussesa Sales Co. v. Josam Mfg. Co., 2 F. Supp. 190 (S. D. N. Y. 1933); 
CiarK, Cope PLEADING (1928) 353-4; Pike, supra note 4, 59-60. 
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states that “Every defense, in law or fact,” shall be as- 
serted in a responsive pleading, except that at the plead- 
er’s option certain “defenses” may be made by motion— 
listing five defenses relating to jurisdiction, venue, and 
process and, as a sixth, “failure to state a claim upon 
which relief can be granted.” It seems clear enough that 
the first five defenses may be set up by affidavit or deposi- 
tion if they do not appear on the face of the pleading.“ 
Whether this is also true as to failure to state a claim has 
been a matter of dispute.“ 

On the one hand it has been contended by Judge 
Charles E. Clark that “the broad language . . . refer- 
ring to every defense, in law or fact, carries over to the 
defenses specially listed, which can be made either by 
motion or in the responsive pleading,” and that the new 
Rules were meant to do more than merely substitute 
the motion for the demurrer.“ In this connection Rule 
12(b) should be compared with former Equity Rule 29, 
under which only defenses “in point of law arising upon 
the face of the bill” could be raised by motion—defenses 
in the nature of pleas in bar or abatement being pleaded 
in the answer. Since preliminary hearings were equally 
available for either type of defense, the only substantial 
effect of this diversity of treatment was to perpetuate a 
distinction as to how the defense might be supported. The 
different language of Rule 12(b), it has been contended, 
indicates an intention to do away with the limitations of 
the old rule. A similar attitude has been taken by Judge 
Clark toward the motion for judgment on the pleadings.” 

Contrary to Judge Clark’s view, Judge George Don- 
worth of the Advisory Committee has said that the de- 


45 See Remarks of Judge Charles E. Clark, ProckepINGS oF WASHINGTON 
INSTITUTE ON FEDERAL RuLes (1938) 74, Rule 43 (e). Cf. Watters v. Ralston 
Coal Co., 25 F. Supp. 387 (M. D. Pa. 1938); Official Form 19. 

46 See generally Commentary (1940) 3 F. R. Serv. 12b.33. 

47 PROCEEDINGS, loc. cit. supra note 29. See also 2 Moore, FEDERAL PRAc- 
TICE (1938) § 12.03. 

48 United States Trust Co. v. Sears, 29 F. Supp. 643 (Conn. 1939); Palmer 
v. Palmer, 31 F. Supp. 861 (Conn. 1940). 
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fense of failure to state a claim “is the old general 
demurrer in a new form,” and that the use of the words 
“failure to state a claim” excludes the idea that an issue 
of fact can be brought in on a motion to dismiss.” 

Of course, affidavits, depositions, etc., may be used on 
a motion for summary judgment under Rule 56 (a mo- 
tion available to the defendant as soon as the complaint 
is filed, just as is the motion to dismiss). Judge Clark’s 
position is that the various motions for judgment—motion 
to dismiss, motion for judgment on the pleadings, mo- 
tion for summary judgment—should not be kept in sepa- 
rate compartments so as to encourage a series of objecting 
proceedings, but that they should be treated flexibly as 
complements of each other.” 

The point has been passed on in about ten cases, exclu- 
sive of the decisions by Judge Clark already referred to. 
In the first, it was held that a stipulation of facts might 
not be considered on a motion to dismiss, saying that 
“The motion to dismiss under the Federal Rules is essen- 
tially the same as the demurrer in early equity prac- 
tice.’ The second decision followed this holding and 
refused to consider affidavits and samples on a motion to 
dismiss the complaint in a patent case.” The court sug- 
gested that a motion for summary judgment be used. The 
third case, however, adopted the view that affidavits, 
depositions and answers to interrogatories could be con- 
sidered on a motion to dismiss for failure to state a 
claim.” In two later cases the conservative view was 
taken and the court limited its consideration to the face 
of the pleading.™ 


= ProceeDINGS OF NEw YorK SYMPOSIUM ON FEDERAL Rutes (1938) 300- 

50 — v. Palmer, supra note 48; see also Proceepincs. loc. cit. supra 
note 29. 

51 McConville v. District of Columbia, 26 F. Supp. 295 (D. C. 1938). 

52 Sherover v. John Wanamaker, 29 F. Supp. 650 (S. D. N. Y. 1939). 

58 But the motion was denied on the merits. Alabama Independent Service 
Station Assn., Inc. v. Shell Petroleum Corp., 28 F. Supp. 386 (N. D. Ala. 1939). 

54 Sheehan v. Municipal Light & Power Co., 1 F. R. D. 256, 3 F. R. Serv. 
12b.33, case 1 (S. D. N. Y. 1940); Sproul v. Gamboni, 3 F. R. Serv. 12b.34, 
case 1 (W. D. Pa. 1940). 
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Interesting in the light of this conflict are the disposi- 
tions of the matter made in two other cases. In one, a 
motion to dismiss which sought to raise the statute of 
limitations” was viewed as an answer and thus held to 
bar the plaintiff’s right to dismissal as of course.” In a 
more recent case a motion to dismiss accompanied by aff- 
davits and exhibits was viewed as a motion for summary 
judgment and ruled upon as such.” 

In view of the present state of conflict as to the avail- 
ability of a “speaking motion” it should be pointed out 
that two other remedies are available for the disposition 
before trial of a case where the facts cannot be in serious 
dispute: (1) move for a bill of particulars as to mat- 
ters which do not appear on the face of the complaint, 

, the running of the statute or the failure to join an 
indispensable party, and when the particulars have been 
supplied move to dismiss**—a course of action authorized 
by a number of cases; (2) gather the facts in the form 
of affidavits, depositions, or admissions and move for sum- 
mary judgment under Rule 56. 


SCOPE OF MOTION FOR BILL OF PARTICULARS 


Under Rule 12(e) a party, before responding to a 
pleading, or within 20 days if no responsive pleading is 
permitted, “may move for a more definite statement or 
for a bill of particulars of any matter which is not averred 
with sufficient definiteness or particularity to enable him 
properly to prepare his responsive pleading or to pre- 


55 On this general am. see Commentary, 3 F. R. Serv. 12b.325. Note 
(1940) 49 Yate L. fs 

— v. Sisk, 1 F. 5 D. 232, 1 F. R. Serv. 12b.335, case 1 (E. D. Okla. 
1938) 

57 Weil v. New Jersey Richman Co., Inc., 3 F. R. Serv. 56c.41, case 7 
(S. D. N. Y. 1940). 

58 See Commentary, (1939) 2 F. R. Serv. 12b.22. 

59 Mahoney v. Bethlehem Engineering Corp., 27 F. Supp. 865 (S. D. N. Y. 
1939) ; Mendola v. Carborundum Co., 26 F. Supp. 359 (W. D. N. Y. 1938). 
Contra: Gombart v. Waterbury Club Holding Corp., 27 F. Supp. 228 (Conn. 
1939). As to whether bill of particulars may be requested as to the jurisdic- 
tional amount, compare Southern Grocery Stores, Inc., v. Zoller Brewing Co., 
26 F. Supp. 858 (S. D. Iowa 1939) (allowed), with E. I. Dupont deNemours 
& Co. v. Dupont Textile Mills, Inc., 26 F. Supp. 226 (M. D. Pa. 1939) (not 
allowed). 
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pare for trial.” The language of the rule might seem to 
indicate that the motion serves two functions: (1) as an 
aid in the preparation of pleadings; (2) as a method of 
discovery as to the adverse party’s case.” And in many 
states the bill of particulars is in essence a discovery de- 
vice.” Yet it would seem an unnecessary and troublesome 
duplication, in view of the elaborate discovery mechanism 
of Rules 26 to 37, to have yet another, and much less effec- 
tive, method of discovery hidden away in Rule 12. 
Again, since the bill of particulars becomes a part of the 
pleading which it supplements, any extensive use of bills 
of particulars to obtain discovery of evidentiary matters 
would largely nullify the advantages of the brief and 
general “notice pleading” contemplated by Rule 8 and 
the official forms,” and would in effect penalize the party 
for compliance therewith.” The motion for bill of par- 
ticulars is dilatory, too, since as directed to a complaint 
or counterclaim it delays the joinder of issue,“ and hence 
it ought not to be encouraged where the same—and 
usually better—results can be obtained by other means 
without the same delay. The parties as a general matter 
should utilize the more flexible (and largely extra-judi- 
cial) discovery provisions of the Rules.” 


This general approach was taken in one of the first 
reported cases under Rule 12(e), in which it was said: 


There should be a marked difference between information that 
can be elicited under a bill of particulars and that which may be 
elicited through interrogatories. The latter, under the new rules, 
is very broad. The former should be limited to such information 
as would be necessary for the defendant to prepare its pleadings, 
and generally prepare for trial.®* 


69 See HoittzorF, New FEDERAL PRocEDURE AND THE Courts (1940) 35. 
61 Jd 


82 See p. 30, supra. 

63 See Brinley v. Lewis, 27 F. Supp. 313 (M. D. Pa. 1939) ; Smith v. Buck- 
eye Incubator Co., 3 F. R. Serv. 12e.231, case 7 (S. D. Ohio 1940). 

64 Rule 12(a). See Pike, supra note 4 at 64. 

65 See Remarks of Judge Clark, ProcEepINGS OF WASHINGTON INSTITUTE ON 
FEDERAL Ruies (1938) 42; ProceepiIncs or NEw York Symposium (1938) 
242-246. 

66 American LaFrance-Foamite Corp. v. American Oil, 25 F. Supp. 386 
(Mass. 1938). 
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And (with some exceptions”) a multitude of later cases 
in various districts have followed this lead, until now it 
is commonly stated that a bill of particulars will be 
required only where needed for the preparation of a re- 
sponsive pleading, and that information necessary to 
“prepare for trial” should be obtained by discovery.” 
While these cases have practically read the phrase “to 
prepare for trial” out of Rule 12(e), I doubt if this lan- 
guage was ever intended to have the broad meaning at- 
tempted to be imputed to it. A reasonable interpretation 
of the rule is that it requires a pleader to give further 
specifications whenever his pleading is so indefinite that 
his opponent cannot tell just what contentions he is called 
upon to meet. Where the pleading complained of is a 
complaint or counterclaim, such information may be said 
to be necessary to enable the preparation of a responsive 
pleading; but where it is an answer, to which no respon- 
sive pleading is ordinarily permitted, or a reply, then the 
motion falls under the phrase “to prepare for trial.” In 
short, “to prepare for trial” was never intended to have 
—and has been held not to have—a broader effect than 
the phrase “to prepare [a] responsive pleading”;” and 
the motion should be granted when the contentions of the 
pleader require clarification, whether they are made in 
a complaint, answer or other pleading, but only then. It 
is not the function of the bill of particulars under the 
67 E.g., Murphy v. E. I. DuPont deNemours & Co., 26 F. Supp. 999 (W. D. 
Pa. 1939) ; Louisiana Farmers’ Protective Union v. Great Atl. & Pac. Tea Co., 


31 F. Supp. 483 (E. D. Ark. 1940) ; United States v. Griffith Amusement Co., 
1 F. R. D. 229, 3 F. R. Serv. 12e.231, case 5 (W. D. Okla. 1940). 

68 F.g., Tully v. Howard, 27 F. Supp. 6 (S. D. N. Y. 1939); Brinley v. 
Lewis, supra note 63; Adams v. Hendel, 28 F. Supp. 317 (E. D. Pa. 1939) ; 
Langharn v. Zimmelman, 28 F. Supp. 348 (S. D. Cal. 1939); Smith v. Em- 
ployers’ Fire Ins. Co., 1 F. R. D. 251, 3 F. R. Serv. 12e.231, case 2 (N. D. Il. 
1940) ; United States ex rel., Marcus v. Hess, 1 F. R. D. 282, 3 F. R. Serv. 
12e.231, case 6 (W. D. Pa. 1940); Smith v. Buckeye Incubator Co., supra 
note 63; cf. Alropa Corp. v. Heyn, 30 F. Supp. 668 (E. D. Pa. 1939). See 
also cases cited in notes 69 and 71. 

69 Brockway Glass Co., Inc. v. Hartford-Empire Co., 1 F. R. D. 242, 3 F. 
R. Serv. 12e.231, case 8 (W. D. N. Y. 1940); Young v. Mason-Wash-Atkin- 
son-Kier Co., 33 F. Supp. 358 (E. D. Wash. 1940); United States v. Schine 
Chain Theatres, Inc., 31 F. Supp. 270 (W. D. N. Y. 1940); Zoller v. Smith, 
Levin _ Inc., 1 F. R. D. 182, 2 F. R. Serv. 12e.231, case 14 (M. D. 
Pa. 1940). 





40 THE GEORGE WASHINGTON LAW REVIEW 


new Rules—as under the old equity rules and state prac- 
tice”—to narrow the issues and place the party on record 
so as to prevent surprise at the trial. It has been clearly 
recognized that these functions are performed much more 
effectively by the discovery rules and the pre-trial con- 
ferences than by the motion under Rule 12(e).” 


SCOPE OF EXAMINATION IN DISCOVERY 


In denying motions for a bill of particulars, the courts 
have consistently held out much hope with respect to the 
effectiveness of discovery. Are these hopes justified? 
Amply. The Rules were given an encouraging send-off 
in this respect by the opinion of Judge Moscowitz in one 
of the first cases, in which he said that “It will not avail 
a party to raise the familiar cry of ‘fishing expedition.’ ” ” 
On the whole, federal courts have tended to agree with 
this statement. Several decisions have expressly held that 
a party may inquire into his opponent’s case,” one court 
going so far as to say that discovery under the new Rules 
affords “the privilege of compelling either or both par- 
ties to disclose before trial the detailed items of evi- 
dence.” ** While the courts are pretty generally agreed 
on this approach, there has been considerable conflict on 
three specific problems: (1) discovery of matters within 
one’s own knowledge, (2) discovery of matters inadmis- 
sible in evidence, and (3) discovery of an opponent’s 
trial-preparation. 

Matters within the discoveror’s own knowledge. Super- 
ficial consideration would lead to the conclusion that such 
discovery should not be allowed since it is futile, impos- 
ing hardship upon the discoveree with no benefit to 

70 E.g., Midwest Mfg. Co. v. Staynew Filter Corp., 11 F. — 705 (W. D. 
N. Y. 1935); Colby v. Wilson, 320 Ill. 416, 151 N. E. 269 (1926). 


71 Pearson v. Hershey Creamery Co., 30 F. Supp. 82 (M. D. Pa. yh see 
og and Willis, Federal Discovery In Operation (1940) 7 U. or Cut. L. Rev. 


72 Laverett v. Continental Briar Pipe Co., 25 F. Supp. 80 (E. D. N. Y. 1938). 
78 Newcomb v. Universal Match Co., 25 'F, Supp. 169 (E. D. N. Y. (1938) ; 
gre v. Sanborn Co., 24 F. Supp. 908 (Mass. Ket . McInerney vy. William 

P. McDonald Construction Co., 28 F. Supp. 557 (E. D. N. Y. 1939). 
14 Dixon v. Sunshine Bus Lines, Inc., 27 F. Supp. 797 (W. D. La. 1939). 
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discoveror. On the other hand, one of the objects of dis- 
covery is the shortening and simplification of trials and 
records with a view to saving both time and expense both 
for the courts and for the parties. Knowledge of facts 
is one thing, proof of them another. If a party will be 
denied the aid of admissions of opposing parties merely 
because the facts are known to himself, he may have to 
provide proof at the trial by other means, perhaps by 
several witnesses or numerous documents. Further, on a 
motion for summary judgment, the admissions of adverse 
parties are more persuasive than the affidavits of the 
plaintiff or of others.” 

Because of these conflicting considerations, it is natural 
that the decisions are in conflict, some allowing such dis- 
covery” and some not.” In any event admissions of fact 
within the discoveror’s own knowledge can be procured 
under Rule 36 which provides a device designed for this 
very need—the notice to admit facts and genuineness 
of documents. It has been held that the discoveror’s 


knowledge is not a bar to a request for admissions under 
this rule.” 


Matters inadmissible in evidence. There has likewise 
been considerable conflict as to whether discovery is to 
be limited to matters which are admissible in evidence. 
The answer should be in the negative. Information 
gained by discovery may be helpful to the party in pre- 
paring this case, in anticipating his opponent’s position, 
and gathering other evidence even if it might not be used 
as proof at the trial; and the reasons behind such prin- 
ciples of evidence as the hearsay rule and the rule against 


75 See Commentary (1939) 1 F. R. Serv. 26b.23. 

76 B. B. Chemical Co. v. Cataract Chemical Co., 25 F. Supp. 24 (W. D. N. Y. 
1938) ; Norton v. Cooper, Jarrett, Inc., 27 F. Supp. 806 (N. D. N. Y. 1939); 
ma & Wilcox Co. v. North Carolina Pulp Co., 25 F. Supp. 596 (Del. 

77 Nichols v. Sanborn Co., 24 F. Supp. 908 (Mass. 1938); Benevento v. 
A. & P. Food Stores, Inc., 26 F. Supp. 424 (E. D. N. Y. 1939); Nakken 
Patents Corp. v. Rabinowitz, 1 F. R. D. 90, 2 F. R. Serv. 33.314, case 1 (E. D. 
N. Y. 1940); Kingsway Press, Inc. v. Farrell Pub. Corp., 30 F. Supp. 765 
(S. D. N. Y. 1939). 

78 Hanauer v. Siegel, 29 F. Supp. 329 (N. D. Ill. 1939). 
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opinion are obviously inapplicable to discovery.” Rule 
26 itself would seem to indicate the soundness of this 
position. It states that “testimony ... may be taken... 
for the purpose of discovery or for use as evidence in the 
action or for both purposes.” Rule 26(b) provides for 
examination “regarding any matter, not privileged, which 
is relevant to the subject matter involved in the pending 
action....” Since there is no way of earmarking a 
deposition in advance as to whether its purpose is dis- 
covery or proof, there would seem to be no justification 
for applying any limitations to the examination other 
than that stated in the rule itself—the limitation of rele- 
vancy, which is clearly broader than the boundaries of 
admissibility—saving always the power of the court to 
limit the examination under Rules 30(b) and (d) and 
31(d) for good cause shown. Support for the view just 
outlined is found in Lewis v. United Air Lines Transport 
Co., in which it was said that “To the extent that the ex- 
amination develops useful information, it functions suc- 
cessfully as an instrument of discovery, even if it produces 
no testimony directly admissible.” * Directly contra, 
however, is Poppino v. Jones Store Co., construing the 
word “relevant” in Rule 26(b) to mean “material and 
competent under the rules of evidence.” ** In support of 
the argument the court in the Lewis case pointed out that 
Rule 26(b) permits inquiry as to “the identity and loca- 
tion of persons having knowledge of relevant facts,” 
which matter, he said, was “obviously . . . not directly 
admissible in evidence.” The Poppino case on the other 
hand, expressly refused to allow inquiry as to the names 
of witnesses where the deponent’s knowledge of the mat- 
ter was hearsay. In a carefully considered opinion ren- 
dered on October 4 Judge Moscowitz adopted the view 
of the Lewis case." 


79 Pike and Willis, supra note 71, at 309. 
8027 F. Supp. 946 (Conn. 1939). 
811 F. R. D. 215, 3 F. R. Serv. 26b.5, case 1 (W. D. Mo. 1940). 


81a Mackerer v. New York Central R. Co., 3 F. R. Serv. 34.412, case 1 (E. D. 
N. Y. 1940). 
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The question has not been discussed at any length in 
other decisions. One or two courts have used language 
in accord with that used in the Lewzs case.** It has been 
said, however, that “Ordinarily examinations under Rule 
26(b) should conform to general rules of admissibility 
of evidence as tested by Rule 43(a),” “* and a number of 
other federal district courts have tended to impose evi- 
dentiary limitations upon pre-trial examination, appar- 
ently without giving much consideration to the distinction 
between “relevancy” and “admissibility.” “ 

Difficulty has also been experienced, particularly in 
patent cases, with interrogatories relating to matters of 
opinion; and the cases are in considerable conflict.® 

Opponent’s trial-preparation. One of the sharpest 
points of conflict in the new federal procedure has devel- 
oped out of attempts by one party to get discovery of 
statements and other matters obtained by his opponent 
after the event giving rise to the action.“ For example, 
an accident has occurred. Thereafter—perhaps after suit 
has been instituted—one of the parties involved, or his 
attorney or insurer, obtains statements from both parties 
and from witnesses. If a corporation is involved there 
will probably be reports to superior officers. Perhaps, 
also, photographs or diagrams of the scene are acquired, 
or physical objects. Can the adverse party obtain access 
to these before trial, either by a motion for production of 
documents under Rule 34, or on the taking of a deposi- 
tion under Rule 26? 


82 See Pirnie v. Andrews, 1 F. R. D. 252, 2 F. R. Serv. 26a.164, case 1 (S. D. 
N. Y. 1939) ; Sears, Roebuck & Co. v. Harrison, 1 F. R. D. 135, 2 F. R. Serv. 
33.34, case 1 (N. D. Ill. 1940). 

83 Union Central Life Ins. Co. v. Burger, 27 F. Supp. 556 (S. D. N. Y. 1939). 

84 Cf, Fletcher v. Foremost Dairies, Inc., 29 F. Supp. 744 (E. D. N. Y. 
1939); Rose Silk Mills, Inc. v. Insurance Co. of North America, 29 F. Supp. 
504 (S. D. N. Y. 1939). 

85 F.g., see Pierce vy. Submarine Signal Co., 25 4 }) (Mass. 1939) ; 
Stanley Works v. C. S. Mersick & Co., 1 F. R. 43, R. Serv. 33. 313, 
case 2 (Conn. 1939); Thomas French & Sons, yee v. AAS Venetian Blind 
Co., 1 F. R. D. 178, 2 F. R. Serv. 33.342, case 2 (E. D. N. Y. 1939). The 
authorities are collected in Pike and Willis, supra note 71, at 311-12. 

86 See Commentary (1939) 2 F. R. Serv. 26b.211. 
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The cases under the new Rules are in conflict, there 
having been holdings each way under each rule. Deci- 
sions in other jurisdictions are similarly conflicting. 

Comparison must be made between the two methods 
of discovery just referred to.’ Rule 26(b) allows inquiry 
by deposition into “any matter, not privileged, which is 
relevant to the subject matter involved in the pending 
action... .” It has been held that this does not restrict 
the inquiry to matters admissible in evidence.” On the 
other hand, Rule 34 permits discovery only of such docu- 
ments as “constitute or contain evidence material to any 
matter involved in the action... .” If a party cannot 
obtain inspection of inadmissible documents under Rule 
34, can he do so by the more roundabout method of tak- 
ing a deposition and calling for the documents by a 
subpoena duces tecum? Rule 45, calling for the issuance 
of such subpoenas, does not specify their scope, but it has 
been held that Rules 45 and 34 must be construed in pari 
materia.” A document of the type in question would 
usually not be competent evidence, except (1) as con- 
taining admissions (and this often involves narrow ques- 
tions as to the authority of agents or employees to bind 
their principals) or (2) for use as impeachment or on 
cross-examination. The cases under the new Rules are 
split as to whether this second possible use is sufficient 
to justify discovery, decisions under Rule 26 having held 
it sufficient” and decisions under Rule 34 holding flatly 
to the contrary.” But it seems to be assumed that docu- 


87 The remedy under Rule 34 is applicable only to documents in the “posses- 
sion, custody, or control” of a party, while the deposition of any person may be 
taken (Rule 26a). Statements in possession of defendant’s insurer are not sub- 
ject to discovery under Rule 34. Bough v. Lee, 26 F. Supp. 1000 (S. D. N. Y. 
1939). Contra: Marsh v. Mertz, 32 D. & C. 117 (Pa. Com. Pl. 1938), holding 
insurer’s possession to be in law the possession of insured. 

Documents may not be called for by interrogatories under Rule 33. O’Rourke 
v. RKO Radio Pictures, Inc., 27 F. Supp. 996 (Mass. 1939). 

8 As to the conflict in the cases on this matter see pp. 41-43, supra. 

89 United States v. Aluminum Co. of America, 1 F. R. D. 57, 1 F. R. Serv. 
45b.311, case 1 (S. D. N. Y. 1939). 

90 Bough v. Lee, 28 F. 4 673 (S. D. N. Y. 1939); Price v. Levitt, 29 
F. Supp. 164 (E. D. N. Y. 1939). 

91 Kenealy v. Texas Co. 29 F. Supp. 502 (S. D. N. Y. 1939); Slydell v. 

Capital Transit Co., 1 F. R. D. 15, 2 F. R. Serv. 34.411, case 1 (D. C. 1939). 
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ments, to be subject to discovery, must be admissible in 
evidence under some theory.” If this is so, it is doubtful 
whether the limitation could be evaded by simply asking 
the witness what was in them, rather than calling for 
their production by subpoena. One decision has permit- 
ted such an inquiry into statements taken by an insurance 
investigator on the ground that plaintiff had a right to 
obtain “information and discovery” as to the relationship 
between the two defendants,” but a later decision in the 
same district forbade a similar examination of an inves- 
tigator on the ground that anything which he might have 
learned would be hearsay and “irrelevant.” ** 

Both Rules 26(b) and 34 expressly preserve the objec- 
tion of privilege, and there is a good deal of authority to 
support the view that statements and other matters ob- 
tained in preparation for trial are privileged. Apparently, 
however, no nominate privilege for these matters has been 
developed; rather, they have been brought within the 
ambit of the attorney-client privilege. It seems to be 
fairly well agreed that the attorney must produce such 
documents as the client could be made to produce—in 
other words, that an unprivileged document does not be- 
come privileged because it is handed to an attorney’— 
and that a document which comes into existence as a 
communication from client to attorney is privileged, 
while a document which is independently in existence 
and is merely turned over to the attorney is not.** The 
main point of difficulty comes in determining just what 
is a communication from client to attorney, since com- 
munications from an agent of the client or an agent of 
the attorney are regarded as falling within that class.” 


( oon People ex rel. Lemon v. Supreme Court, 245 N. Y. 24, 156 N. E. 84 
1927). 

93 Kulich v. Murray, 28 F. Supp. 675 (S. D. N. Y. 1939). 

94 Rose Silk Mills, Inc. v. Insurance Co. of North America, supra note 84. 

95 Edison Elec. L. Co. v. United States Elec. L. Co., 44 Fed. 294 (C. C. S. D. 
N. Y. 1890); Bough v. Lee, 29 F. Supp. 498 (S. D. N. Y. 1939); Jones v. 
Reilly, 174 N. Y. 97, 66 N. E. 649 (1903). 

8 Edison Elec. L. Co. v. United States Elec. L. Co., supra note 95; Wic- 
MORE, EvipENCE (3d ed. 1940) §§ 2307, 2318. 

97 Id, § 2318. 

4 
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Reports made in the regular course of affairs by employ- 
ees to superiors, or by insured to insurer, have been held 
by some courts to be privileged on the theory—sometimes 
far-fetched—that they were ultimately intended for the 
use of the attorney,” but other courts have reached a con- 
trary conclusion.” Again, communications between a 
party and his agent, after the dispute had arisen and con- 
cerning matters in litigation, have been held privileged 
by English courts on the broad ground that they were 
obtained for the use of the attorney and at his instance 
and so must be regarded as if made to the attorney.’” 
Of course, if the client or his agent (or the attorney’s 
agent, who is regarded as a sub-agent of the client) re- 
ports directly to the attorney on matters in dispute— 
including what others may have told him about the case™ 
—his communication is within the privilege; but there 
would seem to be no basis for holding statements made 
by third persons, even to the attorney himself, to be privi- 
leged. Nor is there any privilege between insurer and 
insured.*” 


The question of privilege has been passed upon in sev- 
eral of the cases arising under the new Rules, each of 
which involved statements obtained by an insurance com- 
pany from its insured and the opposite party, and in at 
least one case from other persons. In each case it was 
held that the matter was not privileged, there being no 


98 New York Cas. Co. v. Superior Court, 85 P. (2d) 965 (Cal. App. 1939) ; 
In re Klemann, 132 Ohio St. 187, 5 N. E. (2d) 492 (1936); Davenport Co. v. 
Penna. R. Co., 166 Pa. 480, 31 Atl. 245 (1895); see Cully v. Northern Pac. 
Ry. Co., 35 Wash. 241, 77 Pac. 202 (1907). 

99 LaCoss v. Lebanon, 78 N. H. 413, 101 Atl. 364 (1917); Virginia-Carolina 
Chem. Co. v. Knight, 106 Va. 674, 56 S. E. 725 (1907); Horlick’s Malted 
Milk Co. v. A. Spiegel Co., 166 Wis. 201, 144 N. W. 272 (1913) ; . . pee 
v. New York & Porto Rico S. S. Co., 27 F. Supp. ‘oe (S. D. N. Y. 1939). 

100 Lafone v. Falkland Islands Co., 8 i. & = 34, 70 Eng. Rep. ‘te r 1857) ; 
Ankin v. London &c. Ry. Co., [1930] 1K 527 (C. A. 1929); Gillespie 
Grain Co. v. Wacowich, [1932] 3D. LR. PSs (Ont.); but cf. Horlick’s 
Malted Milk Co. v. A. Spiegel Co., supra note 99. See generally WIGMoRE, 
Eviwence (3d ed. 1940) § 2319 

101 Southwark & V. W. Co. v. Quick, L. R. [1878] 3 Q. B. D. 315. 

102 Cote v. Knickerbocker Ice Co., 160 Misc. 483, 290 N. Y. Supp. 483 (1936). 
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insurer-insured privilege and the reports not being in- 
tended as a communication to an attorney.’ 

It must be remembered that discovery under the new 
Rules is not a matter of absolute right. Under Rule 30(b) 
the court has considerable control over the scope and con- 
duct of examination before trial and may prohibit the 
taking of a deposition, or limit the scope of examination, 
or “make any other order which justice requires to pro- 
tect the party or witness from annoyance, embarrassment, 
or oppression.” Discovery under Rule 34 must be by 
order of the court on “good cause shown,” and a subpoena 
duces tecum on the taking of a deposition must also be 
obtained by court order under Rule 45(c) (1). Of 
course, discretion can be abused, but orders of this nature 
are interlocutory and not appealable,™ so that in the end 
the matter is almost entirely in the hands of the trial 
judge. 


BRINGING IN THE INSURER IN ACTION AGAINST INSURED 


One of the well accepted principles in negligence 
litigation is that if the defendant has insurance that in- 
teresting fact should be kept away from a jury. The new 
Rules have two provisions which open up the possibility 
of the insurance company’s being made actually a party 
to the action. One provision is Rule 14, providing for 
the impleading of third parties, and the other is Rule 
18(b), allowing the “joinder of remedies.” Each of these 
possibilities have been the subject of interesting decisions 
since the effective date of the new Rules. 


Impleader of the insurer by the defendant. Rule 14 
furnishes a broad procedural device for bringing into an 
action a third person who is or may be liable to the plain- 
tiff or defendant for all or part of the claim asserted 


103 Bough v. Lee, supra notes 87 and 90; Kulich v. Murray, supra note 93; 
Price v. Levitt, supra note 90. See also Lewis v. United Air Lines Transport 
Corp., 31 F. Supp. 617 (W. D. Pa. 1940). 


104 Teader v. Apex Hosiery Co., 102 F. (2d) 702 (C. C. A. 3d, 1939). 
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against the defendant.*” Does this Rule permit a de- 
fendant in an action of personal injuries to implead the 
company which has insured him against liability or loss? 

If the answer to this question were to be based solely 
upon the language of Rule 14 it would probably be in 
the affirmative. Certainly the insurer is a person who 
“may be liable” to defendant for the claim asserted 
against him, and the avoidance of multiplicity of actions 
is just as sound a reason for bringing the insurer in to be 
“bound by the adjudication of [defendant’s] liability to 
the plaintiff” as in the case of a simple indemnity con- 
tract. 

The problem, however, is complicated by other factors. 
Most obvious is the familiar rule that the jury must not 
know or suspect that the defendant is insured. It may 
be said in answer to this that the mere fact that the in- 
surer is made a third-party defendant does not necessarily 
mean that the jury will know it is in the case. It would 
be entirely feasible, under Rule 42(b) to have a separate 
trial of defendant’s claim over against the insurer, assum- 
ing that the judgment has gone against defendant in the 
original case. The validity of this argument depends, 
then, on the extent to which the third-party defendant is 
allowed to take part in the trial of the main case—a ques- 
tion on which Rule 14 is silent and on which there have 
been as yet no decisions.*** If the third party is only to 
sit by and observe, the jury would not necessarily receive 
any intimation of its being involved in the case; but if 
its attorney may take active part in examining witnesses 
and arguing the case, some alert juror is likely to “count 
noses” and discover that there are more attorneys than 
defendants. 

Of course, in the usual case the defendant as a prac- 
tical matter is not going to bring in his insurer unless the 


105 See generally Note (1940) 7 U. or Cur. L. Rev. 359; Cohen, Impleader 
(1933) 33 Cor. L. Rev. 1147; Commentary (1940) 2 F. R. Serv. 14a.221. 


a: On the English and New York practice see Cohen, /mpleader, id. at 1152- 
176. 
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latter has disclaimed liability. The standard clause in 
liability policies—that the insurer shall have charge of 
the defense and that the insured shall codperate with it— 
would operate to release the insurer from the risk in other 
cases.’ But if the insurer has disclaimed, so that a law- 
suit appears inevitable if defendant is found liable to 
plaintiff, it would seem entirely appropriate for defend- 
ant to bring the insurer into the case under third-party 
practice, thus obviating the necessity of a second action 
against the insurer in which all the facts would have to 
be proved over again. 


Even if the difficulties in connection with jury trials 
can be obviated, however, defendant may still find the 
terms of the policy a bar. Thus the English courts have 
refused to allow insurance companies to be impleaded 
where the policy required arbitration of any disputes.’” 
And a New York decision has held that the insurer could 
not be brought in where the policy required that judg- 
ment must be recovered against the insured and paid by 
him,’” the court saying that the words “is or will be 
liable” in the statute (N. Y. C. P. A. § 193 (2)) could 
not be read “is or may be liable.” Since Rule 14 does 
read “is or may be,” however, this decision loses any 
force it may have had. 


The point has not been squarely raised in any case 
under Rule 14. In Tullgren v. Jasper v. Maryland Cas- 
ualty Cc.,"° however, a defendant attempted to implead 
the insurer of his co-defendant. While saying, obiter, that 
a defendant in a proper case might implead his own in- 
surer, the court refused to allow the impleader of one 
in no relationship to the moving party. In another case 
107 See PROCEEDINGS OF CLEVELAND INSTITUTE ON FEDERAL Rutes (1938) 


250-254. 


108 Jones v. Birch Bros., Ltd., [1933] 2 K. B. 597 (C. A.); Gowar v. 
Hales, [1928] 1 K. B. 191 (C. A.). 

109 Kromback v. Killiam, 215 App. Div. 19, 213 N. Y. Supp. 138 (2d Dept. 
1925), criticized in Bennett, Bringing in Third Parties by Defendant (1935) 
19 Minn. L. Rev. 163, 176-7. 


11029 F, Supp. 413 (Md. 1939). 
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an insurer was named as a third-party defendant but ob- 
tained a dismissal on the ground of improper venue.” 

Perhaps the problem will find its solution in the recent 
holding that impleader of third-parties in any event lies 
within the discretion of the trial court.’” 

Joinder of the insurer by the plaintiff. Rule 18(b) 
provides that “whenever a claim is one heretofore cog- 
nizable only after another claim has been prosecuted to 
a conclusion, the two claims may be joined in a single 
action. . . .”. Should this rule permit the joinder of an 
insured in a personal injury action against the insured ?*” 

Discussion must start with the assumption that the in- 
jured party has a right at some stage to proceed against 
the insurer—a matter of substantive law, to be deter- 
mined according to the law of the appropriate state. In 
many states (generally by statute) an injured party may 
bring suit against the liability insurer of the party pri- 
marily liable."* Frequently, however, the statute requires 
that the plaintiff first obtain judgment against the insured ; 
and unless the statute expressly gives a right to immediate 
suit, the standard “no-action” clause contained in prac- 
tically all liability insurance policies has the same effect, 
so that it has been impossible to join the insurer in the 
original suit against the insured.”° Has Rule 18(b) 
altered this situation? 

It may be contended that Rule 18(b) was intended to 
apply only to a case in which a party for procedural 
reasons was heretofore required to bring two suits; e. g., 
setting aside a fraudulent conveyance (to which case Rule 


Ark. 
112 General Taxicab Association, Inc. v. O’Shea, 109 F. (2d) 671 (App. D. C. 
eng 3 . a Commentary (1940) 2 F. R. Serv. 14a.15, and (1940) 53 Harv. L. 

Ev. 449. 

6. i See ProceEDINGS OF CLEVELAND INSTITUTE ON FEDERAL RuLes (1938) 
2 

114 Ses Notes (ees) 85 A. L. R. 20; (1937) 106 A. L. R. 516; (1937) 
12 Wis. L. Rev. ’ 

115 See Note isa) 12 Wis. L. Rev. 531; Charlton v. Van Etten, 55 F. 
(2d) 418 (Minn. 1932); Smith Stage Co. v. Eckert, 21 Ariz. 28, 184 Pac. 
1001 (1919); Van Derhoof v. Chambon, 121 Cal. App. 118, 8 P. (2d) 925; 
Grasso v. Cannon Ball M. F. Lines, 125 Tex. 154, 81 S. W. (2d) 482 (1936). 


111 A Shepherd v. National Mut. Casualty Co., 26 F. Supp. 357 (W. D 
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18(b) >xpressly applies) where the necessity for two suits 
derived from the rule that plaintiff must exhaust his legal 
remedies before going into equity."° In the instant case 
the necessity of two suits arises not out of procedural con- 
siderations but out of the nature of the liability. Liter- 
ally, however, the claim against the insurer is ‘one here- 
tofore cognizable only after another claim has been 
prosecuted to a conclusion”; the language of the rule is 
unambiguous. 

In the two decisions which have passed on this ques- 
tion, it has been held that Rule 18(b) cannot be construed 
to apply to such a case because of the limitation in the 
Enabling Act that the rules shall not affect substantive 
rights—the courts saying that the insurer has a substan- 
tive right not to be sued until the liability of the insured 
has been fixed by judgment.**’ The arguments in support 
of this conclusion are: (1) that if judgment against the 
insured is a prerequisite to suing the insurer, the latter 
may never be brought into court, and so will be spared 
the expense and trouble of a trial; (2) that the injured 
party has no right of action against the insurer until he 
has obtained judgment against the insured—the insurer 
having made itself liable only on condition that no action 
will be brought against it until judgment has gone against 
the insured; (3) that the determination of the case will 
be prejudiced if the jury is made aware of the existence 
of insurance. 

On the other side of the question it can be argued that 
whether or not a party can be brought into court is not 
a substantive right, as is illustrated both by Rule 14 and 
Rule 18(b). And as to the argument that so to construe 
Rule 18(b) would alter the conditions of the insurer’s 
contract, it seems clear that the substantive liability of 


116 That this restriction was procedural, see Braun v. American Laundry 
Mach. Co., 56 F. (2d) 197 (S. D. N. Y. 1932); Skilton v. Codington, 185 
N. Y. 80, 77 N. E. 790 (1906); Note (1938) 24 Va. L. Rev. 796. 

117 Pitcairn v. Rumsey, 32 F. Supp. 146 (W. D. Mich. 1940); Allegheny 
County v. Maryland Cas. Co., 32 F. Supp. 297 (W. D. Pa. 1940). The latter 
case involved an indemnity bond, rather than liability insurance. 
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the parties is not affected; the rule itself provides that: 
“the court shall grant relief ...only in accordance 
with the relative substantive rights of the parties.” Thus, 
if the appropriate law requires it, the plaintiff must still 
obtain judgment against the insured as a prerequisite to 
judgment against the insurer; the only difference being 
that both judgments are entered as a result of a single 
action.”* Of course, the insurance contract commonly 
provides not merely that the company will not be liable, 
but also that no action will be brought against it until 
judgment has gone against the insured. It may be ques- 
tioned, however, whether the insurer can thus by contract 
exempt itself from the otherwise proper processes of the 
court. 

It will still be argued that to join the insurance com- 
pany will prejudice the jury.”® But if the joinder is 
otherwise permissible, it seems doubtful whether this is 
a valid reason to disallow it.” If the court feels that 


there is serious danger of prejudice it may grant separate 


trials under Rule 20(b) or 42(b), as would also be 
proper where there are issues as between the insurer and 
the insured. 


State statutes and state decisions are in conflict on the 
question.” Should it be held that the whole matter is 
one of substance then, under principles next to be dis- 
cussed, the state law will govern. If it is a matter of 
procedure then we will have to await more decisions 
than the two federal ones referred to above in order to 
know what the general rule will be in the federal courts. 


118 F.g., note the treatment of the matter in First Nat. Bank v. Bankers’ 
Trust Co., 151 Misc. 233, 271 N. Y. Supp. 191 (1934); Lopez v. Townsend, 
37 N. M. 574, 25 P. (2d) 809 (1933). 

119 Pitcairn v. Rumsey, 32 F. Supp. 146 (W. D. Mich. 1940); Cox v. Em- 
ployers Liab. Assur. Corp., 191 S. C. 233, 196 S. E. 549 (1938); Kuntz v. 
Spence, 67 S. W. (2d) 254 (Tex. Comm. App. 1934). 

120 Cf. Fraher v. Eisenmann, 94 Cal. App. 48, 270 Pac. 704 (1928); Con- 
well v. Hays, 103 W. Va. 69, 136 S. E. 604 (1927). 


121 Note (1937) 12 Wis. L. Rev. 531, 536. 


122 Existing precedents are collected and discussed in Commentary (1940) 
3 F. R. Serv. 18b.15, 





CURRENT TRENDS OF THE FEDERAL RULES 
SUBSTANCE V. PROCEDURE 


Most of you are aware of the revolution which has re- 
cently occurred in federal jurisprudence. Prior to 1938 
state law generally governed procedure and federal law 
generally governed substance. But in that year the situa- 
tion was exactly reversed. Under the new Rules the Con- 
formity Act became a dead letter’* and a uniform federal 
procedure prevailed. At the same time under the case 
of Erie Railroad v. Tompkins, overruling Swift v. Ty- 
son,’ matters of substance are to be governed by state 
law.’ By no means a new problem, the question of what 
is substance and what is procedure has become fraught 
with new implications. More particularly, a number of 
the Federal Rules which are “more substantively proce- 
dural” than others have had to run the gantlet of this 
new standard. 

The first to encounter this difficulty was Rule 8(c), 
which lists the matters to be pleaded by way of affirma- 
tive defense. Since it is generally assumed that burden 
of proof and burden of pleading correspond—although 
this is by no means a universal rule***—the possible sub- 
stantive implications of Rule 8(c) became immediately 
cbvious. This situation was presented in Francis v. 
Humphrey,” decided by the Eastern District of Illinois: 
Defendant injured the plaintiff in Illinois, where in the 
state courts plaintiff has the burden of pleading and prov- 
ing freedom from fault. But under Federal Rule 8(c) 
the burden of pleading in this respect is upon the defend- 

123 See Commentary (1939) 2 F. R. Serv. 1.11. 
124 304 U. S. 64, 58 Sup. Ct. 817, 82 L. ed. 1188 (1938). 


12516 Pet. 1, 10 L. ed. 865 (1842). 


126 For a general discussion see Tunks, Categorization and Federalism: 
“Substance” and “Procedure” after Erie Railroad v. Tompkins (1939) 34 Itt. 
L. Rev. 271; McCormick and Hewins, The Collapse of “General” Law (1938) 
33 Inv. L. Rev. 126. 

127 See WicMmorE, Evipence (3d ed. 1940) § 2486; CLark, Cope PLEADING 
(1928) 418. In most states the burden of pleading non-payment of a note is 
upon the plaintiff but the burden of proving payment is upon the defendant. 
Similar anomalies are found in respect to various rules on res ipsa loquitur. 


128 25 F. Supp. 1 (E. D. Ill. 1939); (1939) 34 ILL. L. Rev. 106; (1939) 37 
Mic, L, Rev. 1249. 
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ant. The court sustained the defendant’s motion to dismiss 
plaintiff's complaint on the ground that the allegation 
that freedom from fault was missing, holding that burden 
of pleading was a matter of substance and that under the 
Erie case the Illinois law must govern. Soon afterwards 
the Supreme Court itself held in Cities Service Oil 
Company v. Dunlap’ that the burden of proof on bona 
fide purchase was a matter of substance and was to be 
governed by the state law of Texas. 

Soon speculation began to be rife as to what law would 
govern in the federal courts if the event occurred in a 
different state than that in which the federal court was 
sitting.’ Soon this exact question presented itself. In 
Sampson v. Chanell* an action was brought in the Fed- 
eral court in Massachusetts for personal injuries received 
in Maine. Under Maine law the burden was on the plain- 
tiff to plead and prove freedom from fault; in Massachu- 
setts the burden was on defendant to plead and prove 
contributory negligence. Although Federal Rule 8(c) is 
silent as to burden of proof, it puts the burden of plead- 
ing on the defendant, as in Massachusetts. The court 
worked the matter out as follows: Were burden of plead- 
ing involved it would be viewed as a question of proce- 
dure, since the Supreme Court by adopting Rule 8(c) 
must have so regarded it. But burden of proof was in- 
volved, and burden of proof need not be consistent with 
burden of pleading. Considerations of policy classify 
burden of proof as a matter of substantive law. Hence 
the federal court should act as would the court in the 
place where the federal court is sitting, in order to carry 
out the spirit of the Erie case, 1. e., to avoid disparity in 
the determination of substantial rights. But under the 


129 308 U. S. 208, 60 Sup. Ct. 201, 84 L. ed. 185 (1939), rev’g 101 F. (2d) 
314 (C. C. A. Sth, 1939). 

130 See DoprE AND Lapp, CASES ON FEDERAL JURISDICTION AND PROCEDURE 
(2d ed. 1940) 584; Tunks, supra note 126, at 298, et seq.; Commentary (1939) 
2 F. R. Serv. 1.3. 

131110 F. (2d) 754 (C. C. A. Ist, 1940), cert. den., 60 Sup. Ct. 1099, 84 L. 
ed. 1011 (U. S. 1940). 
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Massachusetts decisions the question of burden of proof 
is regarded as procedural, and therefore always governed 
by its own law. This local law puts burden of proof upon 
the defendants. Therefore the burden of proof should be 
put upon the defendant in the Federal Court for the Dis- 
trict of Massachusetts, even where the event being liti- 
gated occurred elsewhere. Interestingly enough, the result 
reached as to burden of proof accorded with the burden 
of pleading as specified in Rule 8(c). 

In contrast to this solution of the problem is the ap- 
proach taken by the court in MacDonald v. Central Ver- 
mont Railway, Inc.*** There in order to determine the 
initial question of whether the burden of pleading con- 
tributory negligence was procedural or substantive, the 
court looked immediately to the law of Connecticut, and 
finding it procedural applied the rule of the federal court 
rather than that of the state in which it was sitting. 

This substance-procedure problem is still in a state of 
development and has many implications which have not 
yet been litigated. For example, Rule 23, on class ac- 
tions, requires that “the plaintiff shall plead that he was 
a shareholder at the time of the transaction of which he 
complains or that his share thereafter devolved on him 
by operation of law.” A number of states do not impose 
this requirement. What law will govern? Rule 43 makes 
some provision as to the law of evidence. Suppose the 
result reached by the application of this rule varies from 
that reached in the state courts. What law governs? 
There is already a conflict of authority as to the validity 
of Rule 4(f), providing for a state-wide service of proc- 
ess..°* One court has specifically upheld the rule’ and 
three have applied the rule without discussing its valid- 
ity;*** but two courts have held that the matter is one of 

182 31 F. Supp. 298 (Conn. 1940). 

133 See Commentary (1939) 2 F. R. Serv. 4.21. 

134 Williams v. James, 34 F. Supp. 61 (W. D. La. 1940). 

135 Devier v. George Cole Motor Co., 27 F. Supp. 978 (W. D. Va. 1939); 


Kirkes v. Askew, 32 F. Supp. 802 (E. D. Okla. 1940); Zwerling v. New York 
& Cuba Mail S. S. Co., 33 F. Supp. 721 (E. D. N. Y. 1940). 
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substance and jurisdiction rather than of procedure and 
that hence the rule is ineffective.*** Some question has 
also been raised as to the rule providing for physical 
examination; but it has been held valid by two circuit 
courts.**” 

Before any conclusions can be drawn the field will have 
to await further judicial delineation. It is certainly to be 
hoped that in this task the courts will keep in mind that 
the Rules constitute a carefully integrated system of pro- 
cedure and that scattered inroads on the system in the 
name of enforcing state “substantive” law will render im- 
possible of fulfilment the ends for which the new proce- 
dure has been formulated.’ We can hope that the courts 
will follow the standard recently urged by Judge Clark, 
that any matter governed by the Rules shall be regarded 
as procedural unless it is clear that the courts of the 
state have in their decisions treated the matter seriously 
and that to apply the rule would thwart a specific state 
policy of substantive law.**® Only in this way will this 
new procedural system be left unimpaired to render it 
an effective contribution to the adjudication of cases in 
the federal courts and to furnish a model for state pro- 
cedural reform. 


136 Melekov v. Collins, 30 F. Supp. 159 (S. D. Cal. 1939), criticized in (1940) 
53 Harv. L. Rev. 883; Carby v. Greco, 31 F. Supp. 251 (W. D. Ky. 1940). 


137 Sibbach v. Wilson & Co., Inc., 108 F. (2d) ~ (C. C. A. 7th, 1939) ; 
Countee v. United States, 112 Fr. (2d) 447 (C. C. A. 7th, 1940); Beach v. 
Beach, 3 F. R. Serv. 35a.5, case 2 (App. D. C. 1940). 

138 See Commentary (1940) 3 F. R. Serv. 1.3. 


189 Clark, Procedural Aspects of the New State Independence (1940) 8 Geo. 
Wasu. L. Rev. 1230. 
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substance and jurisdiction rather than of procedure and 
that hence the rule is ineffective.***° Some question has 
also been raised as to the rule providing for physical 
examination; but it has been held valid by two circuit 
courts.**” 

Before any conclusions can be drawn the field will have 
to await further judicial delineation. It is certainly to be 
hoped that in this task the courts will keep in mind that 
the Rules constitute a carefully integrated system of pro- 
cedure and that scattered inroads on the system in the 
name of enforcing state “substantive” law will render im- 
possible of fulfilment the ends for which the new proce- 
dure has been formulated.** We can hope that the courts 
will follow the standard recently urged by Judge Clark, 
that any matter governed by the Rules shall be regarded 
as procedural unless it is clear that the courts of the 
state have in their decisions treated the matter seriously 
and that to apply the rule would thwart a specific state 
policy of substantive law.’ Only in this way will this 
new procedural system be left unimpaired to render it 
an effective contribution to the adjudication of cases in 
the federal courts and to furnish a model for state pro- 
cedural reform. 


136 Melekov v. Collins, 30 F. Supp. 159 (S. D. Cal. 1939), test in (1940) 
53 Harv. L. Rev. 883; Carby v. Greco, 31 F. Supp. 251 (W. D rly 1940). 


187 Sibbach v. Wilson & Co., Inc., 108 F. (2d) 415 (C. C. 7th, 1939) ; 
Countee v. United States, 112 F. (2d) 447 (C. C. A. 7th, i940) Beach v. 
Beach, 3 F. R. Serv. 35a.5, case 2 (App. D. C. 1940). 

138 See Commentary (1940) 3 F. R. Serv. 1.3. 


189 Clark, Procedural Aspects of the New State Independence (1940) 8 Geo. 
Wash. L. Rev. 1230. 
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EDITORIAL NOTES 


HEARING AND REVIEW OF OLD-AGE AND SURVIVORS INSURANCE 
CLAIMS AND WAGE ReEcorp CASES BY THE 
SocraL Security Boarp* 


At this time’ the hearing and review system for disputed claims 
and wage record items arising under title 2 of the original Social 
Security Act and the 1939 Amendments? is only a blueprint. Title 2 
sets out the conditions for making monthly benefit payments to aged 
workers, their wives and children, and, on the death of the workers, 
to widows, orphans, and parents. It is entirely federally administered. 
No cases have so far arisen requiring full use of the appeals machin- 
ery. The guiding principles for the appeals system, however, have been 
carefully worked out and have been approved by the Social Security 
Board. These and the contemplated procedure, as announced, are 
now to be discussed. 


THE BENEFIT PROGRAM 


The benefit program now provides for paying monthly benefits to 
wage earners in accordance with the amount of wages which are 


earned in “covered employment” ® and the duration of such employ- 
ment. To qualify for a primary benefit, the worker must attain the 
age of 65 and prove he was paid “wages” of a certain amount within 
a specified period. A wife of a wage earner who is entitled to 
benefits, receives an amount equal to one-half her husband’s benefits 
if she is 65 years old and is living with him. Dependent children 
who are unmarried and under age 16, or under 18 and attending 


* Statements made in this article are the author’s own, and do not represent 
an —— ees of the views of the Social Security Board. 

1 ri 

249. Stat. 620 (1935), as amended by 53 Stat. 1360 (1930), 42 U. S. C. Supp. 
V $301 (1939). For an exposition of the 1939 Amendments, see Federal Old- 
Age and Survivors Insurance: A Summary of the 1939 Amendments, 2 SoctaL 
Security Butietin 3; Waldron, Social Security Amendments of 1939: An 
Objective Analysis (1939) 7 U. or Cur. L. Rev. 83; Social Security Act, As 
Amended 1939, with explanations and charts of new provisions, C. C. H. (1939). 

3 Employment is defined in § 209 of the Act, as amended, to include all work 
except that where there is no employer-employee relationship, that performed 
outside the United States and that performed in specified industries such as 
agricultural labor, domestic service, casual labor, government service, railroad 
work, family employment, service for certain non-profit and religious organiza- 
tions and others. Official tax regulations on employment are found in § 402 
of Internal Revenue Regulations 106, Employees’ Tax and the Employers’ Tax 
under the Federal Insurance C ontributions Act, G. P. O. (1940). The Social 
Security Board regulations on employment are identical. For a statistical 
analysis of the numbers of workers affected by the coverage provisions, see 2 
Soctat Security Buttetin 83 
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school, are entitled to one-half the primary benefit when the parent is 
entitled. Upon the worker’s death, his widow, orphans or parents, on 
showing adequate qualifications, which may include absence of prior 
beneficiaries, may be entitled to monthly payments. Additional lump 
sum payments to persons equitably entitled who have paid funeral 
expenses are also available. A few lump sum payments due on ac- 
count of death, which accrued under the original Act, are still being 
paid. 


THE PROBLEMS 


Between 600,000 and 900,000 claims in various types are expected 
in 1940.4 Potential appeals are inherent in all of these cases with 
respect to qualifying conditions involving coverage, amount of wages, 
period of employment, identity, age, relationship, (in accordance with 
the various state intestacy laws), dependency, and with respect to 
factors which cause termination or suspension of benefits, such as 
death, divorce, marriage, school attendance, and, most important, 
re-employment.* Moreover, errors in computation of benefits and 
adherence to administrative requirements in connection with the 
adjudiction and appellate stages are subject to appeal. 

For the purposes of recording wages paid to persons covered under 
the Act, the Social Security Board has an elaborate mechanized sys- 
tem in the Accounting Operations Division, located in Baltimore. 
About 48 million applications for account numbers have been re- 
ceived,* and almost as many wage ledgers have been established. 
Wage postings to ledgers are taken from employer reports sub- 
mitted to the Bureau of Internal Revenue along with quarterly tax 
payments. Some wage items are received in the Baltimore records 
office of the Board which are not immediately identifiable, and some 
are erroneously submitted or recorded. All of these are potential 


appeals under the provisions of §205 of the amended Social Security 
Act. 


THE INITIAL DETERMINATION 


The initial determination of claims and wage records has not been 
changed by the imposition of a review authority. Essentially, the 


4 Basic Provisions Adopted by the Social Security Board for the Hearing 
and Review of Old-Age and Survivors Insurance Claims, constituting on ap- 
pendix of the report on the Social Security Board by the Attorney General’s 
Committee on Administrative Procedure (April, 1940). See Procress REPoRT 
TO THE ATTORNEY-GENERAL (Jan. 31, 1940), prepared by Dean Acheson of 
the Committee, for a discussion of the work of the Committee and for a list 
of monographs prepared. 

5§ 202 and § 203 of amended Act. 

63 SoctaL Security BuLietin 73; Social Security Board has posted $55,- 
000,000,000 in wages since January 1, 1937, Federal Security Agency release 
(759) Oct. 9, 1939. 
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adjudication of new claims filed under the amendments remains the 
same as that under the 1935 Social Security Act. Claims are devel- 
oped by field personnel operating out of over 300 field offices’ so 
that when applications and accompanying evidentiary documents are 
received in the central adjudicating office in Washington, the great 
majority of cases are found to be sufficiently supported and correctly 
prepared. Uncertain and incomplete cases are developed by the field. 
In the adjudication process, legal questions are submitted to the Gen- 
eral Counsel's office for advisory opinions, and certain classes of diffi- 
cult cases are referred to specialized units of the adjudication division. 
This division also handles questions as to the accuracy of wage rec- 
ords, cooperating with the records organization. 

Determinations under the original Act involved no hearings al- 
though there was nothing in the statute to preclude them. On the 
other hand, there was no specific statutory requirement such as ap- 
pears in the amended Act. Complaints, misunderstandings, or “ap- 
peals” were investigated and reconsidered by the same section re- 
sponsible for preparing the first determination. This flow of work 
and organization was developed without benefit of statutory prescrip- 
tion.® 


Tue New STATUTE 


A fairly detailed procedure for making determinations and certi- 
fications for payment to be followed by the Social Security Board is 
one of the novel features of the Amendments. Section 205 of the 
amended Act, “Evidence, Procedure and Certification for Payment,” 
gives the Board authority to make rules and regulations, establish 
procedures and stipulate the nature of acceptable evidence and meth- 
ods of furnishing proofs. It requires the Board to make findings of 
fact with respect to claims and wage records, and requires the Board, 
upon request, to grant opportunity for hearing to workers and also 
to certain survivors upon written showing of possible adverse effect 
on future rights on account of the first determination. The Board is 
also authorized to hold hearings on its own motion. On the basis of 
evidence adduced at the hearing, the Board may revise its first action. 


7 Fourth ANNUAL Report oF THE SoctaL Security Boarp (1939) p. 5. 
There are now over 450 offices. 

§§207 of the original Act, captioned “Method of Making Payments” was 
the sole direct guide: “The Board shall from time to time certify to the Sec- 
retary of the Treasury the name and address of each person entitled to receive 
a payment under this title, the amount of such payment, and the time at which 
it should be made, and the Secretary of the Treasury through the Division of 
Disbursement of the Treasury Department, and prior to audit or settlement by 
the General Accounting Office, shall make payment in accordance with the cer- 
—— by the Board.” §205 (i) of the amended Act substantially repeats 
this. 
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For any investigation or proceedings the Board is empowered to ad- 
minister oaths and issue subpcenas.* Persons called to testify may 
not be prosecuted on account of any matter about which they are 
compelled to testify provided they claim their privilege against self- 
incrimination. The Board is not bound, in accepting evidence, by 
the rules applied in courts. 

The Board must also maintain records of wages and, upon request, 
advise individuals and their survivors of the amounts and the periods 
of employment credited to the wage accounts. These records are de- 
clared to be evidence for the purpose of proceedings before the Board 
or before any court and after four years such records are deemed to 
be conclusive. Up to the fourth year, the Board may correct such 
items on request of the worker, or on its own account. In the latter 
instance, when adverse to the worker, it must inform him. After the 
fourth year, the Board may revise records only to conform them with 
tax returns or statements filed under title 8,?° of the Federal Insurance 
Contributions Act." 

Decisions of the Board are reviewable by civil action in any United 
States district court. The provisions are similar to those in other 
statutes.** The findings of the Board as to any fact if supported by 
substantial evidence are declared to be conclusive. The court may 
affirm, modify or reverse with or without remand to the Board. Gen- 
erally, reversals appear to be limited to these grounds: insubstantial 
evidence, misapplication of law, unfair or inadequate procedural safe- 
guards. On motion of the Board, before it files answer, the court 
shall remand the case to the Board for further action. The Board is 
authorized at such a time to change its findings. The findings in the 
decision of the Board are binding on all individuals who are parties 
to such hearings. Court action may not be brought against a Board 





® These powers are similar to those given many other administrative agencies, 
e.g., Veterans Administration, by World War Veterans’ Act, 49 Stat. 2033 
(1936), 38 U. S. C. Supp. V §§ 131, 133 (1939) ; Federal Trade Commission 
Act, 38 Stat. 722 (1914), 15 U. S. C. §49 (1934); National Labor Relations 
Act, 49 Stat. 1921 (1935), 29 U. S. C. Supp. V $161 (1939); Securities Act 
of 1933, 48 Stat. 85 (1933), 15 U. S. C. §§ 77s (b) and 77v (1934). 

10 The tax title of the 1935 Act, imposing (1) an income tax beginning at 
1% and increasing %4% triennially through 1948 on employee wages payable by 
deductions from wages and (2) a comparable excise tax on employers, to be 
paid by the employers for both taxpayers to the Bureau of Internal Revenue, 
Treasury Department. 

11 Sections 1400 and 1410 of the Internal Revenue Code, 53 Stat. 1381 (1939), 
26 U. S. C. Supp. V §§ 1400, 1410 (1939), superseding title 8 in April 1939, 
and operative for the amended Act. 

12 This is comparable to the court review provided in 49 Stat. 748 (1936), 
7 U. S. C. Supp. V § 648 (d) (1939), the Federal Trade Commission Act, 43 
Stat. 939 (1925), 15 U. S. C. §45 (1934), the National Labor Relations Act, 
49 Stat. 453 (1935), 29 U. S. C. Supp. V § 160 (e) (1939); like the provisions 
of the Longshoremen and Harbor Workers’ Act, 44 Stat. 1436 (1927), 33 
U. S. C. § 921, (b) (1934), appeal is to the district rather than the circuit court. 
5 
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employee under § 24 of the Judicial Code to recover on a claim. The 
Board is also authorized to delegate to any of its employees any of 
the powers conferred on it in this procedure and certification section. 


This section provides the statutory framework for the appeals 
structure. It has ended the practical virtue of the theorizing regard- 
ing the right-versus-gratuity concepts** of Social Security benefits, 
and has set forth, with no reference to the character of the benefits,* 
the methods which the Congress felt were best suited for handling 
these claims. Whether these are like veterans’ pensions,’® or civil 


service pensions,’® or like war risk insurance payments,*’ may never 
be decided. 


Section 206, not present in the first Social Security Act, authorizes 
the representation of claimants by agents or other persons before the 
Board. This representation is not restricted to appeals. Persons 
other than attorneys who are of good character and who are competent 
to advise claimants, are to be accepted by the Board as agents, but 
attorneys in good standing are entitled to represent claimants on 
showing their right to practice. The Board may, after notice and 
hearing, suspend any person or attorney from practicing, upon show- 
ing that he has violated any regulation concerning representation. 
Maximum fees and compensation of agents may be prescribed by the 
Board. Persons who knowingly mislead or threaten, or who charge 
excessive fees shall be deemed guilty of a misdemeanor and upon 
conviction are punishable by fine and imprisonment.'* 


18 The Constitutional opinion, Helvering v. Davis, 301 U. S. 619, 57 Sup. 
Ct. 904, 81 L. ed. 1307 (1937), by Cardozo, speaks of the benefits as valid under 
the general welfare clause and cites U. S. v. Butler, 297 U. S. 1, 56 Sup. Ct. 
312, 80 L. ed. 474 (1935), in support. 


on R. Rep. No. 728, 76th Cong., Ist Sess., p. 42ff., to accompany H. R. 


15U. S. v. Teller, 107 U. S. 64, 2 Sup. Ct. 39, 27 L. ed. 352 (1882), Don- 
nelly v. U. S., 17 Ct. Cls. 105 (1881); Silberschein v. U. S., 266 U. S. 221, 
45 Sup. Ct. 69, 69 L. ed. 256 (1924); Meadows v. U. S., 281 U. S. 271, 50 
Sup. Ct. 279, 74 L. ed. 852 (1930), and Act of March 20, 1933, c. 3, 48 Stat. 9, 
are 38 U.S.C. § 705 (1934) (finality of decisions of Veterans’ Adminis- 
trator). 


16 Dougherty v. U. S. ex rel. Browning, 45 F. (2d) 926 (App. D. C. 1930); 
followed in Dougherty v. U. S. ex rel. Hogan and Toms, 45 F. (2d) 928 (App. 
D. C. 1930). People v. Retirement Board Policemen’s Annuity and Benefit 
Fund, 326 Ill. 579, 158 N. E. 220 (1927). Note 54 A. L. R. 940 (1927) sum- 
marizes: “The unquestioned rule is that a pension granted by the public au- 
thorities is not a contractual obligation, but a gratuitous allowance, in the con- 
tinuance of which the pensioner has no vested right, and that a pension is ac- 
cordingly terminable at the will of the grantor”; cf., Pennie v. Reis, 132 U. S 
464, 10 Sup. Ct. 149, 33 L. ed. 426 (1889). 


17 Lynch v. U. S., 292 U. S. 571, 54 Sup. Ct. 840, 78 L. ed. 1434 (1934) ; 
U. S. v. Mroch, 88 F. (2d) 888 (C. C. A. 6th, 1937). 


18 Similar to the statute giving the Treasury like authority, 23 Stat. 258 
(1884), 5 U. S. C. §261 (1934). 





EDITORIAL NOTES 
THE APPEALS SYSTEM 
(a) Background 


In developing a hearing and review system at this time without 
benefit of experience under the old Act, the Board was confronted 
not only with new mandatory provisions but also with the strictures 
of recent important cases on administrative due process *® besides the 
familiar landmarks.”° It also had its weather eye on the progress of 
the Logan-Walter Bill.2*_ A legal specialist ?* was engaged to direct 
the basic studies and regular members of the staff were assigned to 
prepare research materials.** These were assimilated into a report 
to the Social Security Board which, upon approval after modification, 
appeared in the form of basic provisions ** for the hearing and review 
of old-age and survivors insurance claims. The Board adopted four- 
teen major provisions, covering such matters as availability of hear- 
ings, method of obtaining and character of hearings, decisions by ref- 
erees, coordination of decisions, types of review, regulations and in- 
structions, establishment of an appeals council, regulation of practice 
by lawyers and others, and finally, a provision for improvement by 
self-criticism. 


(b) Organization and Personnel 


The Appeals Council which was established outside the bureau 
responsible for initial adjudication as the governing body for the 


19 The Morgan Cases, Morgan v. U. S., 298 U. S. 468, 56 Sup. Ct. 906, 80 L. 
ed. 1288 (1936); 304 U. S. 1, 58 Sup. Ct. 773, > L. ed. 1129 (1938) ; 307 
U. S. 183, 59 Sup. Ct. 795, 83 L’ ed. 1211 (1939) ; L. R. B. v. Mackay Radio 
and Telegraph Co., 304 U. S. 333, 58 Sup. Ct. bia 82 L. ed. 1381 (1938). 

20 Interstate Commerce Commission v. Brimson, 154 U. S. 447, 14 Sup. Ct. 
1125, 38 L. ed. 1047 (1894); Prentis v. Atlantic Coast Line, 211 U. S. 210, 
29 Sup. Ct. 67, 53 L. ed. 150 (1908); Ohio Valley Water Co. v. Ben Avon 
Borough, 253 U. S. 287, 40 Sup. Ct. 527, 64 L. ed. 908 (1920); Crowell v. 
Benson, 285 U. S. 22, 52 Sup. Ct. 285, 76 L. ed. 598 (1932); Consolidated 
Edison Co. v. N, L. R. B., 305 U. S. 197, 59 Sup. Ct. 206, 83 L. ed. 131 (1938). 

21S. 915, The Administrative Law Bill, passed unanimously by the Senate 
in 1939. It has passed the House as H. R. 6324 and will return to the Senate 
for reconsideration. The Social Security Board is an agency to which the 
provisions would apply. 

22 Professor Ralph F. Fuchs of Washington University, St. Louis, Mo. Ten- 
tative drafts of the report were criticized by Edwin E. Witte, Professor of 
Economics, University of Wisconsin and Abraham Epstein, Executive Secre- 
tary of the American Association for Social Security. The Social Security 
Committees of the A. F. of L. and the C. I. O. and the Business Advisory Coun- 
cil of the Commerce Department participated in conferences on the proposals. 

23 Extensive background studies and analyses were made regarding the han- 
dling of appeals by State unemployment compensation agencies, the Railroad 
Retirement Board, United States Employees’ Compensation Commission, United 
States Civil Service Commission, Veterans Administration, and by several for- 
eign social insurance systems. There were special analyses also of the probable 
subject matter of appeals, such as questions arising relative to wage records, 
coverage, relationship, dependency, and the like. 

24 Basic Provisions, op. cit. supra, note 4. 
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handling of appeals, consists of three members. The Chairman is 
administrative head, but is on a par with each member in voting 
strength. Unanimous opinions are not required. A consulting referee 
has been appointed whose major function will be the codrdination of 
decisions. There are twelve referees, one for each of the Board’s 
regional administrative areas. Hearings will be held in the field at 
places reasonably convenient to the claimant. The central office will 
remain in Washington. Council members may travel occasionally to 
hear cases.*° 

In the selection of personnel, “legal training and experience will be 
very valuable if not indispensable.” This observation from the Basic 
Provisions has not compelled the selection of lawyers. All present 
referees are mature and have had prior experience, principally in the 
field offices of the Bureau of Old-Age and Survivors Insurance, but 
only about half of them have had legal education or experience. The 
latter fact receives comment in the Attorney General’s report ** on 
the Board which points out that all adjudicators who decide initially 
have some legal training. 


(c) Basic Philosophy 


The appeals program is based on the principal that it is to function 
as a complement to the initial determination where this has not satis- 
fied the claimant. It will not bear the relation of appellate court to 
court of primary jurisdiction and as such will not operate to review 
errors or certified questions. Rather, the proceeding is de novo, but 
the decision of the Appeals Council will be final and stand as the 
Social Security Board’s, unless, in rare instances, the Board assumes 
the case itself. The chief value, therefore, lies in considering the dis- 
puted case from a new point of view and by a different technique— 
the oral hearing. This implies not only administrative fairness and 
application of tests not otherwise available, but it introduces the ele- 
ment of psychological satisfaction to the claimant.” 

The organization is intended to provide every claimant . . 
ample opportunity for hearing and review by officers who are 
independent of the bureau . . . which makes the original awards. 
In appeals the bureau is not a contesting party against the claim- 


ant; . . . officers are to give the claimant or his representatives 
every assistance in organizing his facts for successful appeal.”* 


25 Old-Age and Survivors Insurance Appeals Procedure Established by the 
Social Security Board, Federal Security Agency release (786), March 19, 1940. 


26 Basic Provisions, op. cit. supra, note 4, Provision 12, “Appointment of 
Referees.” 

27 Basic Provisions, op. cit. supra, note 4, Provision 1, “Requirements of the 
Administrative Task,” Value of the Hearing Process. 

28 Release (786), op. cit. supra, note 25. 
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In developing the claim, the Board’s field officers assist persons in 
filing applications for benefits, and in obtaining evidence; in clearing 
up wage questions, these officers investigate employer records and 
develop other evidence. 

The same helpful attitude, and therefore the same basis for advising 
claimants not to employ attorneys for simple cases, is preserved for 
the appeals procedure.”® 


(d) Filing the Request for Hearing 


The notification of award or rejection or statement of wage record 
indicates to the claimant that he may take up any questions or objec- 
tions with the Board’s office. This done, his case is reconsidered by 
the adjudication section or by an Appeals Council referee, accord- 
ing to the desire of the claimant. It is presently planned that a 
claimant who is dissatisfied with the reconsidered determination will 
first discuss his problem with the local office and at such a conference 
with the local manager, (an employee of the bureau responsible for 
initial determination) will be advised of the reasons for the bureau’s 
final action and of the procedure for obtaining a hearing.*° The re- 
quest for hearing, it has been decided, must be in writing. The man- 
ager may suggest lines of appropriate evidence or witnesses for the 
hearing. 

From this point, the referee is responsible for the case. On the 
basis of the objections stated by the claimant and material in the claim 
file, he is to inform the claimant of the issues and will make available 
the previous record of the claim. The referee, on request, may issue 
subpeenas for necessary witnesses. The expense is to be borne by the 
Board. 


(e) The Hearing 


As stated at the outset, no hearings have taken place. It is now 
generally contemplated that hearings will be informal and that the 
procedure will be largely within the referee’s discretion. A steno- 
graphic record of the hearing will be made and transcribed if the case 
proceeds further. Ordinarily, the referee is expected to be able to 
render a decision on the basis of his own notes. The referee is gen- 
erally responsible for the proper conduct of the hearing. Admissibility 
of evidence will rest with him. He may also request additional in- 
vestigation. Continuances will be allowed by the referee when proper. 


29 All of the Social Security Board application forms bear the note that it is 
not necessary to employ any one to assist the claimant in filing his application. 

80 The preliminary conference has proved highly successful in Workmen’s 
Compensation and is elsewhere extensively used, frequently resulting in amicable 
settlement. See Basic Provisions, op. cit. supra, note 4, Provision 2, “Hearing 
Application and Preliminary Conference.” 
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Other agencies, such as the Veterans Administration and the Rail- 
road Retirement Board,** have placed similar powers in the guiding 
hearing officer. His function is to lead the discussion, interrogate the 
parties and witnesses, and permit cross-examination through himself. 
His is not the position of judge, but more that of an examiner. 


It is now thought that most appellants will desire oral hearings. 
However, opportunity will be given to appellants who desire a record 
review of their cases to request such action in lieu of a hearing.** 
This type of action may be found desirable by some appellants because 
of the realization that a new authority will be responsible for handling 
the case. The referee, however, may reject a request for a record 
review if, in his opinion, an oral hearing is the best or only way to 
reach a proper solution of the case. The record review will be 
handled by the same referee who would have conducted the oral hear- 
ing. No special staff of office consultants has been established for 
this purpose. 

Parties to the hearing are those set out in the statute. Interestingly, 
although the outcome of the case may reflect on the employer’s rec- 
ords and may conceivably indicate his liability for tax, the employer 
is not considered a party.** Referees may attempt to make all persons 
parties to the hearing who may be affected by the decision. 


(f) Referees’ Decisions 


The referee will prepare a written opinion at the conclusion of 
each case. At the outset of the program, with certain exceptions, 
referees will be given authority to issue opinions in their own name. 
For the purpose of codrdinating, opinions which have the effect of 
reversing the determination of the adjudication section will be sub- 
mitted to the consulting referee in Washington, for his review and 
recommendation in accordance with previous opinions and decisions. 
Where the hearing referee disagrees with the consulting referee’s 
judgment, the case will automatically be certified to the Appeals Coun- 
cil for its decision. When this occurs, the claimant will be furnished 


31 The Appeals Council of the Railroad Retirement Board is aided by the 
Chairman’ $ assistant who opens the hearing, reads the digest of the case, assists 
in the questioning and receives documentary evidence. See the Attorney Gen- 
eral’s report on the Railroad Retirement Board. 


82 Basic Provisions, op. cit. supra, note 4, Provision 3, “Optional Review on 
Record.” British social insurance practice indicates that only 2% of appeals 
are oral; but English referees hold the discretion as to type of hearing. 


88 Compare this with the State Unemployment Compensation theories: In 
merit-rating states, the employer is a party. In others, the matter is not alto- 
gether settled. See Cloe, Disputed Claims Procedure Under the New York 
Unemployment Insurance Law (1939) 39 Cor. L. Rev. 1151, 1163. 
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a copy of the consulting referee’s opinion and afforded opportunity to 
be heard by the Appeals Council.** 

Normally, the referee’s decision will conclude the case. Where 
the claimant disagrees with the decision, he may appeal further to the 
Appeals Council which may review the case or decline to do so. The 
decision of a referee or of the Council is final unless appealed to the 
court. 

The Appeals Council may, on its own motion as well as upon re- 
quest by claimants, review referees’ decisions. It is unlikely, however, 
that this practice will be greatly utilized. 


(g) Relation of Appeals Council to Other Sections of the Board 


The Appeals Council, as has been stated, is set up as an independent 
body, but has available services which may be rendered it by the 
bureau handling the claims, research facilities of the Board, and the 
office of the General Counsel. The latter units will no doubt be called 
upon for advisory opinions and to assist in developing economic and 
social data when necessary for decisions. The bureau handling claims 
will be respected as to its own work, and no hearing will be granted 
unless the bureau has had an opportunity to reconsider its initial de- 
termination. What will happen when hearings are requested in cases 
where new evidence has arisen has not yet been definitely decided. 

The Social Security Board itself, of course, retains residual powers 
and as prime authority may take cases from the Appeals Council or 
may consult with the Appeals Council in difficult matters. Cases 
which may go to court will undoubtedly receive the personal attention 
of Board members and precedents and policy decisions will also share 
Board attention. IRVING LaDIMER. 


THE New York City SALES TAX AND INTERSTATE COMMERCE 


Interstate commerce not only must but certainly is now paying its 
way, to amend a familiar phrase of Mr. Justice Clarke in Postal 
Telegraph-Cable Co. v. City of Richmond* and emphasized by Mr. 
Justice Holmes in a characteristic dissent * from a decision holding a 
state tax to be a burden on interstate commerce. In McGoldrick v. 


34 Basic Provisions, op. cit. supra, note 4, Provision 4, “Coordination of De- 
cisions.” This procedure will no doubt be subject to experimentation and prob- 
ably will be incorporated in the public regulations. 

1 Postal Telegraph-Cable Co. v. City of Richmond, 249 U. S. 252, 259, 39 
Sup. Ct. 265, 63 L. ed. 590 (1918). 

2 New Jersey Telephone Co. v. Tax Board, 280 U. S. 338, 351, 50 Sup. Ct. 
111, 74 L. ed. 463 (1929). 
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Berwind-White Coal Co.* and companion cases the Supreme Court 
of the United States holds that a sales tax imposed by the Comp- 
troller of the City of New York on a transaction distinctly and pecu- 
liarly interstate does not infringe the commerce clause of the Fep- 
ERAL CONSTITUTION.* 

The City of New York was empowered by the legislature of the 
State to tax purchasers for consumption of tangible personal property 
generally (except foods and drugs furnished on prescription), of 
utility services supplying gas, electricity, telephone service, etc.© A 
sale was defined as “any transfer of title or possession or both. . . 
in any manner or by any means whatsoever for a consideration or 
any agreement therefor.” * The vendor is to collect the tax for the 
city and to charge the purchaser separately from the sales pricé and 
is made an insurer for its payment to the city. The enabling act’ 
expressly excepted “transactions originating and/or consummated 
outside of the territorial limits of . . . (the) city.”* The revenues 
are to be applied exclusively to unemployment relief. 

The respondent, a Pennsylvania corporation engaged in the mining 
of coal in Pennsylvania, maintained a sales office in New York City. 
When orders were received for its product the coal was mined and 
shipped by rail and water to the purchasers in New York. The 
Comptroller determined that the sales tax applied to these transac- 
tions. The Company resisted payment on the ground that the tax, 
when applied to its course of business, infringed the commerce clause 
of the FEDERAL CoNsTITUTION. In this contention it was sustained 
by the courts of New York® in following a course of previous deci- 
sions in similar circumstances.’° 


8 McGoldrick v. Berwind-White Coal Company, 8 L. W. 206, 60 Sup. Ct. 
388, 84 L. ed. 343 (1940); McGoldrick v. Felt & Tarrant Co., McGoldrick v. 
A. H. DuGenier, Inc., 8 L. W. 213, 60 Sup. Ct. 404, 84 L. ed. 360 (U. S. 1940). 

4 FeperRAL Constitution, Art. I, Sec. 8. “Congress shall have power... 
regulate commerce with foreign nations, and among the several states. .. . 

5¢. 815, New York Laws 1933. Amended by c. 873, New York Laws 1934. 

6 Local Law No. 25 (New York City), § 2. 

™Note 5 supra. 

§ There exists in the principal case the mooted question of the extraterritorial 
effect to be given the tax measures of municipalities. The enabling act of the 
instant measure (Local Law 25) expressly disclaims any such result: 

“This Act shall not authorize the imposition of a tax on any transaction 
originating and/or consummated outside of the territorial limits of . . . (the) 
city, notwithstanding that some act be necessarily performed with respect to 
such transaction within such limits.” 

It is this question which may be decided in the further proceedings. 

® McGoldrick v. Berwind-White Coal Co., 255 N. Y. App. Div. 961, 8 N. Y. 
Supp. 668, and 281 N. Y. 94, 22 N. E. (2d) 764 (1939). 

10 Matter of National Cash Register Co. v. Taylor, 276 N. Y. 208, 1 ja 
(2d) 881 (1937); cert. den. 303 U. S. 656, 58 Sup. Ct. 759, 82 a A Ning 
(1937); Matter ‘of Compagnie Generale Transatlantique v. McGoldrick, 279 
N. Y. 192, 18 N. E. (2d) 28 (1938). 
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On certiorari before the Supreme Court the respondent contended 
that a distinction was to be observed between the situation when the 
contract was made before transporting the subject matter of the sale 
and the situation when the contract of sale was made after the goods 
had been transported into New York. This contention received short 
shrift. In Mr. Justice Stone’s opinion the imposition of the sales 
tax on the purchaser, as contemplated by the statute, was not to be 
controlled by the point in time of making the contract." 

The transfer of possession, in New York City was expressly 
stated to be the taxable event, determinative of the matter, and not 
conditioned by the circumstance that the goods were being trans- 
ported in interstate commerce immediately prior to the transfer of 
possession. Such transportation did not operate to remove the 
merchandise from the application of the tax.” 

The general rule is to the effect that the states may not directly 
burden interstate commerce.’* It is also axiomatic that the com- 
merce clause forbids measures directly discriminating against inter- 
state commerce, or by reason of the nature of the tax are regarded 
as adversely affecting it..* The judicial inclination was to strike 
down any such measures imposed or undertaken by the states which 
in any manner, act to impede or hinder the idea that the national 
solidarity rested on the free interchange of goods across state lines. 
The lessons taught by the Articles of Confederation were well learned, 
at least by the judicial branch of our government.’® While the 
application of the principle may have varied from time to time and 
has given rise to the most abstruse refinements it has been firmly 
established that the power of a state to affect interstate commerce 
is determined by the following factors: (a) No power exists di- 
rectly to legislate as to matters regarded as necessitating national 
uniformity, even in the absence of national legislation; and (b) power 
to regulate such commerce does exist, until Congress acts in mat- 
ters of local concern and for the public welfare. It would seem 
that the disability of the states directly to burden interstate com- 
merce is undergoing a steady diminution.’® As the circumstances 

118 L. W. 209 (1940). 

12 Td. 208. 

13 Robbins v. Shelby County, 120 U. S. 489, 7 Sup. Ct. 592, 30 L. ed. 694 
(1887) ; Leloup v. Mobile, 127 U. S. 640, 8 Sup. Ct. 1380, 32 L. ed. 311 (1888), 
2 Story, COMMENTARIES ON THE CONSTITUTION OF THE U. S. (5th ed. 1891) 
, —— Ogden, 22 U. S. 1, Sup. Ct, 6 L. ed. 23 (1824); Robbins 
v. Shelby County Taxing District, note 13 supra. 

152 Story, op. cit. supra note 13, §§ 1064-1072; Lyng v. Michigan, 135 U. S. 
161, 10 Sup. Ct. 725, 34 L. ed. 150 (1890); Voight v. Wright, 141 U. S. 62, 
11 Sup. Ct. 855, 35 L. ed. 638 (1891). 


16 Graybar Electric Co. v. Curry, 189 So. 186 (Ala. 1939); aff'd 308 U. S. 
513; 60 Sup. Ct. 139, 84 L. ed. (adv. op.) 97 (1940). 
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of the national economy change with the times and forces in effect, 
so are altered the judicial attitude and trend of decision involving 
the more elastic clauses of the FEDERAL CONSTITUTION. There seems 
to be a tendency to permit the states to affect interstate commerce 
when the measures are manifestly or inherently an exercise of the 
taxing power, not discriminatory and not directly burdening inter- 
state commerce.’’ The prevailing idea that no state may levy on 
goods brought in from a sister state may soon be modified. How- 
ever, Congress can, of course, brush aside such state imposed meas- 
ures at any time under its exclusive authority to control interstate 
commerce.*® 

In composing the conflict of interests, namely free commercial inter- 
course and the taxing power of the states it has been necessary to 
draw many fine distinctions. Thus, in Banker Bros. v. Common- 
wealth ** a tax on the sale of an automobile, sold by a dealer in Penn- 
sylvania, who carried no cars in stock, to a resident of Pennsylvania 
by placing the order with the New York manufacturer was not re- 
garded as a burden on commerce between the States. The court 
found two separate sales; one from the manufacturer to the dealer 
and the other from the dealer to the purchaser. In Wiloil v. Com- 
monwealth®® a tax was sustained on the sale of oil that was trans- 
ported from Delaware to Pennsylvania. The oil had reached its des- 
tination, and though it was still in the original container (tank cars) 
the state in which the sale took place could tax the property itself, its 
sale or its delivery, despite the fact that the parties looked to a trans- 
action directly in the stream of commerce between the two states. 

The inviolability of the commerce clause no longer calls for deci- 
sions holding that no state may lay a direct tax on interstate com- 
merce. The nature of our national economy, its development under 
the principle of free trade and the particular circumstances of the 
principal case lead inescapably to the conclusion that a tax on an act 
involving transfer of possession of goods is not of itself, without 
more, an interference with free trade within the Union. The press- 
ing need for additional revenue rather points to the importance of 
increasing the field of permissible and possible taxation up to the 
point where there is a manifest and palpable unconstitutional regula- 
tion of commerce. In striking this balance between the power to 
regulate commerce, exclusively in Congress, and the power to tax, 


17 Warren and Schlesinger, Sales and Use Taxes: Interstate Commerce Pays 
Its Way (1938) 38 Cor. L. Rev. 59 


ows v. Ames, 188 U. S. 321, 358, 23 Sup. Ct. 321, 47 L. ed. 492 
19 222 U. S. 210, 32 Sup. Ct. 38, 56 L. ed. 168 (1911). 
20294 U. S. 169, 55 Sup. Ct. 358, 79 L. ed. 838 (1934). 
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existing concurrently in the states, the courts have gone far in sus- 
taining state power to tax property and the exercise of acts of owner- 
ship over it despite incidental or indirect effects upon interstate 
commerce. Merchandise which has come to rest, after its journey 
from another state is generally held to be taxable as part of the 
general mass of goods within the jurisdiction of the state and no 
longer in the stream of commerce.** The use tax, when not discrim- 
inatory, permits taxation of goods brought from another state though 
they may still be in the course of commerce.” Matter stored, await- 
ing further processing or manufacture or a further course of dealing 
or handling is taxable.** Non-discriminatory taxation of the instru- 
mentalities of interstate commerce is also permissible.** The question 
no longer seems to be: Could this tax possibly be a burden on inter- 
state commerce or, does it directly affect such commerce? The query 
would seem to be: Does the measure sought to be imposed by the 
state actually burden or hinder interstate commerce??> It is sub- 
mitted that the pragmatic test is preferable, predictable and positive. 
The court in the principal case, speaking through Mr. Justice Stone, 
states : 

We are unable to say that the present tax, laid generally upon 
all sales to consumers within the state, subjects the commerce 
involved where the goods sold are brought from other states, to 
any greater burden or affects it more, in any economic or prac- 


tical way, (italics supplied) whether the purchase order or con- 
tract precedes or follows the interstate shipment.** 


The problem of multiple taxation and its effect on interstate com- 
merce is raised and vigorously stressed in the dissent in the principal 
case. Pointing to previous decisions the dissenters bottomed their 
objection to the tax, not only on rationale of cases forbidding any 
direct tax on interstate commerce, but on the reasoning of Baldwin v. 
G. A. F. Seelig, Inc.,?" in which case New York State price fixing 


21 Note 3 supra at 210. Cf. Brown v. Md., 25 U. S. 419, 6 L. ed. 478 (1827) 
(License tax on importers of foreign goods invalid). 

22 Monamotor Oil Co. v. Johnson, 292 U. S. 86, 54 Sup. Ct. 575, 78 L. ed. 
1141 (1933)—(“The levy is not on property but upon a specified use of prop- 
erty.”); Henneford v. Silas Mason Co., 300 U. S. 577, 57 Sup. Ct. 524, 81 L. 
ed. 814 (1936)—(Compensating tax on use of imported merchandise held valid). 
Cf. Gwinn, White, etc., v. Henneford, 305 U. S. 434, 59 Sup. Ct. 325, 83 L. ed. 
272 (1938) (Gross receipts tax on fruit exportations a burden). 

23Gregg Dyeing Co. v. Query, 286 U. S. 472, 52 Sup. Ct. 631, 76 L. ed. 1232 
(1932) (exise tax on stored gasoline awaiting consumption) ; cf. Bingaman v. 
Golden Eagle Western Lines, Inc., 297 U. S. 626, 56 Sup. Ct. 624, 80 L. ed. 928 
(1935) (excise on use of gasoline in interstate commerce invalid). 

24 Adams Express Co. v. Ohio, 165 U. S. 194, 17 Sup. Ct. 305, 41 L. ed. 683 
ie — Fargo Co. v. Nevada, 248 U. S. 165, 39 Sup. Ct. 62, 63 L. ed. 

25 (1939) 9 Brooktyn L. Rev. 87. 

26 Note 3, supra. 

27 Note 39, infra. 
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measures to insure milk producers a fair return were held invalid. 
The dissent in predicting the effect of multiple taxation points out 
that Pennsylvania, where the coal was mined, could also tax the 
shipments there and that it would be particularly easy since the 
respondent~-corporation is located there. The threat and effect of 
multiple taxation is obvious. The majority, on the other hand, viewed 
the tax as one upon an activity, subject to the state taxing power 
and apart from interstate commerce. This reasoning seems to be 
strained. The dissent bases its reasoning on the fact that as the 
delivery was in New York and is regarded as the taxable event in 
that state there is no reason not to validate a tax on another and 
equally distinct part of the transaction. It suggests a gross receipts 
tax by Pennsylvania on the shipment of coal from that state.** The 
envisioned dangers of the effect of such multiplied taxation is sum- 
marized in a quotation from Western Live Stock v. Bureau of Rev- 
enue*® as follows: 
The multiplication of state taxes measured by the gross re- 
ceipts from interstate transactions would spell the destruction 


of interstate commerce and renew the barriers to interstate trade 
which it was the object of the commerce clause to remove. 


It is sufficient at this moment to observe that no such tax has been 
imposed or is having any such effect on trade. The danger is present 


and must be considered in the continual extension of tax measures. 
The dissent concludes with classic regard for the commerce clause, 
referring to it as an “essential buttress of the Union” as indeed it is. 
The Chief Justice indicates in closing with the hint that legislative 
cooperation between the states and Congress is required to reconcile 
the competing demands between free commerce and the need for 
revenue in the states. 

The decision in the principal case of course does not discuss but 
naturally presents the matter of tax avoidance. In the nature of 
things it is the large scale purchaser who seeks to buy in such places 
and in such a way as to avoid having to pay a sales tax. The indi- 
vidual consumer on whom the tax is primarily designed to act usually 
does not go out of his way to avoid the tax as the effort and time 
involved are out of proportion to the net gain. The majority, in the 
principal case, fix the taxable act as the transfer of possession in 
New York City. It would seem that this is tantamount to inviting 
such large scale purchasers, interested in avoiding the New York 
City Sales Tax, to “take delivery” or effect the transfer of posses- 


28 Note 3, supra at 210. 


29 303 U. S. 250, 256, 58 Sup. Ct. 546, 82 L. ed. 823 (1937); also Gwinn, 
White, etc., v. Henneford, supra note 22. 





EDITORIAL NOTES 73 


sion out of the taxing jurisdiction and bring the merchandise into 
New York as their own.*® A tax by New York on the introduction 
of merchandise purchased elsewhere would very likely be regarded as 
a direct burden on interstate commerce or perhaps discrimination in 
favor of local manufacturers or businessmen, on the reasoning of 
Baldwin v. G. A. F. Seelig, supra, and the prohibition read into the 
commerce clause. So also an impost on goods leaving Pennsylvania 
for New York would be within the prohibition.*? 

The companion cases** to the principal case involve the application 
of the tax to importations of oil from foreign countries, placed in 
bond and refined and later sold to vessels engaged in foreign com- 
merce, or oil on which a duty has been paid, refined in New Jersey 
and later resold to vessels engaged in foreign commerce in which case 
a refund of the duty paid is made to the seller. In the Gulf Oil case 
the importer gave a bond in accordance with the Custom Laws of the 
United States** in order to manufacture the petroleum into fuel oil 
and later withdraw the products for sale to vessels engaged in foreign 
trade. The entire transaction was under the supervision of officers 
of the Federal government. It was held that the tax could not be 
applied to the sale of the fuel oil when withdrawn for sale to the 
vessels, the court stating: 

From the time of importation until the moment when . 
oil is laden on vessels engaged in foreign trade, the imported 
petroleum and its products, the fuel oil, is segregated from the 
common mass of goods and property within the state and is 


subject to the supervision and control of Federal custom 
officers.** 


In the second case, the Compagnie Generale Transatlantique pur- 
chased the oil from the Standard Oil Company.. This oil was of two 
kinds described above.*® A tax was again determined to apply on the 
sale of the oil to the respondent foreign corporation. The corpora- 
tion contended that the Comptroller was without power to impose 
the tax on the transactions in question because of the effect of the 
commerce clause of the FEDERAL ConsTiTUTION. There was no 


30 Perkins, The Sales Tax and Transactions in Interstate Commerce, (1933) 
12 N. C. L. Rev. 99; Lowndes, State Taxation of Interstate Sales, (1935) 
7 Miss. L. J. 223, 230. 

31 Crew Levick Co. v. Commonwealth, 245 U. S. 292, 38 Sup. Ct. 126, 62 L. 
ed. 295 (1917). 

32 McGoldrick vy. Gulf Oil Corp., 8 L. W. 544, 60 Sup. Ct. 260; McGoldrick 
~— Generale Transatlantique, 8 L. W. 546, 60 Sup. Ct. 670 (U. S. 

83 46 Stat. 744 (1930, 19 U. S. C. § 1557 (1934). 

84C. 16 Transportation in Bond & Merchandise in Transit; C. 17, Customs 
Warehouses and Control of Merchandise Therein, 1931 Customs Regulations. 

35 46 Stat. 690, 693 (1930), 19 U. S. C. §§ 1309, 1313 (1934). 
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mention made of any applicable statute of the United States. The 
court in holding that the tax did apply to the sale of the oil to the 
corporation in New York City regarded the decision in the Berwind- 
White Coal Co.** case as controlling and declared that the federal 
questions relating to foreign commerce were not properly before the 
court until they had been properly raised and passed upon by the 
Court of Appeals of New York would not render any decision there- 
on. The case was remanded for further proceedings not inconsistent 
with the opinion of the principal case. 


The problem of harmonizing the divergent interests and conflict- 
ing demands of the basic concepts of free trade within the states and 
the pressing need for revenue calls for a solution along other than 
judicial lines. As suggested by the Chief Justice in the principal 
case: 


. much can be said as to the desirability of a comprehen- 
sive system of taxation through co-operation of the Union and 
the states so as to avoid the differentiations which beset the appli- 
cation of the commerce clause and thus to protect to both the 
state and national governments by a just and general scheme 
for raising revenues. 


The suggestions which have been advanced by writers involve 
(a) a Federal Sales Tax, (b) national legislation permitting the 
states to tax sales in interstate commerce and (c) compensating taxes 
enacted by the states.*7 It is submitted that the first proposal con- 
flicts with the traditional idea in our system of government that local 
matters involving taxes are to be dealt with locally. The second 
method is of doubtful constitutionality as it could be shown to be an 
unsupportable delegation of the exclusive federal power to regulate 
interstate and foreign commerce. It further seems unnecessary in 
the light of the principal case. The third proposal, which has been 
tested constitutionally, seems to be the most acceptable.** There 
remains the question as to the constitutional collectability of the 
compensating taxes.*® This objection is based on the reading into 
the commerce clause the prohibition of any state levying any duty 
on goods brought in from a neighboring state.*° 


36 Note 3 supra. 


Ms cagnen. The Sales Tax in Interstate Commerce, (1939) 52 Harv. L. 
EV. 617. 

88 Henneford v. Silas-Mason Co., note 22 supra. 

89 Baldwin v. G. A. F. Seelig, Inc., 294 U. S. 511, 55 Sup. Ct. 497, 79 L. ed. 
1032 (1934). N. Y. milk control act regulating price of milk invalid when 
affecting importations from other states.” . . . commerce between the states 
is burdened unduly when one state regulates by indirection the prices to be paid 
to producers in another... .” 

40] CooLey, TAXATION (4th ed. 1924) § 369. 
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But in the absence of the element of discrimination, or measures, 
which from their very nature directly and measurably impede com- 
merce between the states, or measures which trespass on Congres- 
sional regulation of foreign commerce, the balance between the 
national and the local interests is not disturbed in permitting a state 
to tax transactions over which the state has jurisdiction. It would 
seem to be an example of the trend of judicial decision towards sus- 
taining revenue measures on other than the usual objects of taxation. 
In addition it indicates that interstate commerce is assuming a part 
of the greatly increasing burden of taxation but it yet remains to be 
seen just what is a “fair share.” ALEXANDER S. McDILL. 


STATUS OF ExcLUSIVE LICENSEE AS PARTY DEFENDANT 
In R. S. 4915 Suir 


In the past year two cases,’ within a short time of each other, 
have raised the surprisingly novel question of whether an exclusive 
licensee is an indispensable party defendant to a suit under R. S. 
4915. In the first of these cases, Parker Rust-Proof Co. v. Western 
Union Telegraph Co.,? the agreements were quite involved. The 
actual exclusive licensee was before the court. The absent party had 
entered into an agreement with the exclusive licensee under which 
he had, among other things, the right to have the exclusive license 
revert to him under certain conditions; to receive one-half the profits 
resulting from the sale of the exclusive license and the right to con- 
trol such sale. The absent party was, therefore, not one having an 
existing exclusive license, but he had certain reversionary rights. 
The court considered these rights sufficiently material, that the ab- 
sent party would be an indispensable party, in the absence of special 
circumstances. The court, in its view of the situation, felt that such 
special circumstances existed in this case and allowed it to proceed 
without the absent party. 

In the second of these cases, Nachod & United States Signal Co., 
Inc. v. Automatic Signal Corporation,® the absent party defendant 
was an actual exclusive licensee, and the majority of the court* held 

1 Parker Rust-Proof Co. v. Western Union Telegraph Co., 105 F. (2d) 976 
(C. C. A. 2d, 1939), cert. den., 308 U. S. 597, 60 Sup. Ct. 128, 132, 84 L. ed. 
95 (1939) ; Nachod & United States Signal Co. v. Automatic Signal Corpora- 


tion, 105 F. (2d) 981 (C. C. A. 2d, 1939). 

2 Supra note 1. 

8 Supra note 1, (1940) 8 Geo. Wasu. L. REv. 983. 

4 Patterson, J., dissented on the grounds the exclusive licensee has no prop- 
erty interest in the patent except for a limited equitable interest, that he is not 
an indispensable party plaintiff in an infringement suit, and that the decision of 
the majority would frustrate the remedy given by Congress in R. S. 4915. 
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the exclusive licensee to be an indispensable party (citing the Parker 
Rust-Proof case as authority for this proposition). The plaintiff 
(who had lost in the Patent Office interference proceeding) was 
therefore unable to proceed with the suit to secure an adjudication 
by the court on the question of priority of invention. 

The Supreme Court has defined an indispensable party as one who 
has an interest of such a nature that a final decree cannot be made 
without either affecting that interest, or leaving the controversy in 
such a condition that its final determination may be wholly incon- 
sistent with equity and good conscience.® Whether an exclusive licen- 
see is an indispensable party defendant in a suit under R. S. 4915 
is determined, according to the court in the above cases, by the ques- 
tion whether he is an “adverse party” within the meaning of that 
term in the provisions of that statute. Both of the above cases held 
that the term “adverse party” included the exclusive licensee. In 
view of the prevalence of exclusive licenses, it seems strange that 
such a question would not be well-settled one way or the other, but 
no previous case has been found which decided this precise question. 


5 Shields v. Barrow, 17 How. 130 (U. S. 1854); Minnesota v. Northern 
Securities Co., 184 U. S. 199, 22 Sup. Ct. 308, 46 L. ed. 499 (1902). In Shields 
v. Barrow, the court set forth at page 139 the three classes of parties to a bill 
in equity as follows: “1. Formal parties. 2. Persons having an interest in the 
controversy, and who ought to be made parties in order that the court may act 
on that which requires to decide on, and finally determine the entire contro- 
versy, and do complete justice by adjusting all the rights involved in it. These 
are commonly termed necessary parties; but if their interests are separable 
from those of the parties before the court, so that the court can proceed to a 
decree and do complete and final justice, without ng other persons not 
before the court, the latter are not indispensable parties. Persons who not 
only have an interest in the controversy, but an interest e such a nature that 
a final decree cannot be made without either affecting that interest or leaving 
the controversy in such a condition that its final determination may be wholly 
inconsistent with equity and good conscience.” 

In Mallow v. Hinde, 12 Wheat. 193, 6 L. ed. 599 (U. S. 1827), referring to 
a situation where an indispensable party was not before the court, the Court 
stated at page 193: “We do not put this case on the ground of jurisdiction, 
but upon the much broader ground, which must equally apply to all courts of 
equity, whatever may be their structure as to jurisdiction. We put it on the 
ground that no court can adjudicate directly upon a person’s right, without the 
party being actually or constructively before the court.” 


6R. S. 4915, 35 U. S. C. §63 (1934), 16 Stat. 205 (1870), as amended 27 
Stat. 436 (1893) reads in part: 


“Whenever a patent application is refused by the Commissioner of 
Patents, the applicant, unless appeal has been taken from the decision of 
the Board of Appeals to the United States Court of Customs and Patent 
Appeals, and such appeal is pending or has been decided, in which case no 
action may be brought under this section, may have remedy by bill in equity, 
if filed within six months after such refusal; and the court having cogniz- 
ance thereof, on notice to adverse parties and other due proceedings had, 
may adjudge that such applicant is entitled, according to law, to receive 
a patent for his invention, as specified in his claim or for any part thereof, 
as the facts in the case may appear. . . .” (Italics supplied. ) 
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In the absence of any direct precedent, it seems well to consider 
broadly the rights which the exclusive licensee has in other situations 
from the standpoint of legal proceedings, and also to consider the 
practical commercial value of an exclusive license. 


Status of the Exclusive Licensee in Infringement Suits 


In contrast to the paucity of decisions involving the exclusive 
licensee in suits under R. S. 4915, a large body of law has been 
built up with regard to the position of the exclusive licensee as a 
party in an infringement suit. A long line of decisions supports 
the rule that the exclusive licensee may not sue at law or in equity 
in his own name for infringement by a stranger.?- However, in equity, 
an exclusive licensee may maintain an infringement suit in his own 
name where the patent owner is himself the infringer or is acting 
adversely to the exclusive licensee.* He may join an unwilling patent 
owner as party defendant and the court will line up the parties in 
their proper places.* If the patent owner is beyond the reach of 


7 Gayler v. Wilder, 10 How. 477, 13 L. ed. 504 (U. S. 1850); Littlefield v. 
Perry, 21 Wall. 205, 22 L. ed. 577 (U. S. 1875); Birdsell v. Shaliol, 112 U. S. 
485, 5 Sup. Ct. 244, 28 L. ed. 768 (1884) ; Waterman v. Mackenzie, 138 U. S. 
252, 11 Sup. Ct. 334, 34 L. ed. 923 (1891) ; Goodyear v. McBurney, 3 Blatch. 
32, Fed. Cas. 5,574 (C. C. S. D. N. Y. 1853) ; General Motors Corporation v. 
Blackmore, 53 F. (2d) 725 (C. C. A. 6th, 1931). 

8 Smith v. Ridgely, 103 Fed. 875 (C. C. A. 6th, 1900) ; General Motors Cor- 
poration v. Blackmore, supra note 7; American Telephone & Telegraph Co. 
v. Radio Audion Co., 281 Fed. 200 (Del. 1922), aff'd 284 Fed. 1020 (C. C. 
A. 3d, 1922); Ruckstell Sales & Mfg. Co. v. Starr Transmission Corporation, 
13 F. (2d) 478 (S. D. Cal. 1926); E. I. S. Mfg. Co. v. Supco Products 
Corporation, 26 F. Supp. 758 (S. D. N. Y. 1938); see Waterman v. Macken- 
zie, supra note 7 at 255. 

In General Motors Corporation v. Blackmore, supra note 7, the court com- 
mented at page 728: “The strict line of demarcation between suits at law and 
actions in equity has always been preserved by the Federal courts. One cannot 
maintain an action at law against one’s self. It follows that an action may not 
be maintained at law where the person in whose name such action must be 
brought is himself the infringer (the cause of action being based upon patent), 
or has assigned his cause of action or given a release to the defendant. This 
is recognized by those decisions holding that, in any event, equity will afford 
relief.” The body of law differentiating between the rights of the exclusive 
licensee at law and in equity was, of course, built up during the years preced- 
ing the recent union of procedures at law and in equity under the new Federal 
Rules of Civil Procedure. Under these new rules it would seem that the 
exclusive licensee would have all the rights under “civil action” that he former- 
ly enjoyed in the equity courts, and the careful distinctions set up in some of 
the cases preceding the adoption of these rules would seem to be of small con- 
sequence now. 

In Crown Die & Tool Company v. Nye Tool & Machine Works, 261 U. S. 
24, 43 Sup. Ct. 254, 67 L. ed. 516 (1923), it was urged that under Equity 
Rule 37 every action must be prosecuted in the name of the real party in inter- 
est, and, therefore, since the plaintiff there was the beneficial owner of the 
claims for past infringements, it should be permitted to sue in equity. The 
Court held, at page 44, that the equity rule has not intended to set aside a policy 
- rule having its source in the patent statutes and therefore could not affect 
the case. 

® Radio Corporation of America v. Emerson, 296 Fed. 51 (C. C. A. 2d, 
1924) ; Enterprise Manufacturing Co. v. Shakespeare Co., 26 U. S. P. Q. 214, 


6 
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process, the exclusive licensee may join the latter as an involuntary 
party plaintiff.1° It seems uniformly agreed that the exclusive licen- 
see is a proper party to join with the patent owner in bringing a 
suit to restrain infringement." The question of whether the exclusive 
licensee is an indispensable party plaintiff to an infringement suit 
does not seem so well settled, despite emphatic statements one way 
or the other by different courts. The Supreme Court has held that 
both the exclusive licensee and the patent owner are generally neces- 


28 U. S. P. Q. 245, 34 U. S. P. Q. 245 (W. D. Mich. 1925, 1926, 1927); see 
Independent Wireless Telegraph Co. v. Radio Corporation of America, 269 
U. S. 459, 46 Sup. Ct. 166, 70 L. ed. 357 (1925). 


10 Independent Wireless Telegraph Co. v. Radio Corporation of America, 
supra note 9; (1926) 35 Yare L. J. 1018; Brush Electric Co. v. California 
Electric Light Co., 52 Fed. 945 (C. C. A. 9th, 1892); Collins v. Hupp Motor 
Car Corporation, 22 F. (2d) 27 (C. C. A. 6th, 1927); Deitel v. Chisholm, 
42 F. (2d) 172 (C. C. A. 2d, 1930), cert. den. 282 U. S. 873, 51 Sup. Ct. 78, 
75 L. ed. 771 (1930); Radio Corporation of America v. Duovac Radio Tube 
Corporation, 6 F. Supp. 275 (E. D. N. Y. 1931); Marquette Tool & Mfg. Co. 
v. Hooven, Owens, Rentschler Co., 1 F. Supp. 632 (S. D. Ohio 1932) ; Hawk- 
inson v. Carnell & Bradburn, 26 F. Supp. 150 (E. D. Pa. 1938); see American 
Bentonite Corporation v. Clark Equipment Co., 43 F. (2d) 392, 393 (W. D. 
Mich. 1928). In Moto Meter Co., Inc., vy. National Gauge & Equipment Co., 
31 F. (2d) 994 (D. Del. 1929), a party who had a right to a royalty and whose 
consent was required to any transfer by the patent assignee was allowed to 
maintain suit, joining the assignee as involuntary party plaintiff. The Court 
said at page 997: “. . . the status of Boyce and the Leander Corporation is 
equal, if not greatly superior to that of an exclusive licensee under patent, and 
; their joinder of the Moto Meter Company as a co-plaintiff was well within 
their rights,” citing Independent Wireless Telegraph Co. v. Radio Corporation 
of America, supra. 

Hurd v. Goold Co., 203 Fed. 998 (C. C. A. 2d, 1913), held that an unwilling 
patent owner may be joined as party plaintiff, even though he had been en- 
joined in another circuit from maintaining suits for infringement; approved in 
Radio Corporation of America v. Emerson, 296 Fed. 51, 54 (C. C. A. 2d, 1924). 

In Cold Metal Process Co. v. United Engineering & Foundry Co., 79 F. (2d) 
666 (C. C. A. 3d, 1935), the court held by way of dictum that even if the party 
had been an exclusive licensee he would not have been entitled to bring suit 
against infringers, joining patent owner, because the patent owner had not 
refused to join y= neither had he consented to join). 

In H. n & Sons, Inc., v. Rubin, 4 F. Supp. 241 (S. D. N. Y. 1933), 
the plaintiff, ae had joined the patent owner as party plaintiff, had been 
granted the exclusive right to make, use, and sell buckle-holders of a specified 
type, i.e., only one particular form of the device claimed to be covered by the 
invention. The court distinguished from the Independent Wireless case, supra, 
on the ground that there the licensee could enjoy the full scope of the inven- 
tion within its particular field. The court made this interesting comment at 
page 243: “H. Goodman & Sons, Inc., is not possessed of an exclusive right 
to make, use, or sell devices under the patent which is wide enough to give it 
the standing of an assignee under the patent or a part of it. This is necessary 
if it is to be allowed compulsorily to join the patent owner as a plaintiff in an 
infringement suit.” 


11 Western Electric Co., Inc., v. Pacent Reproducer Corporation, 42 F. (2d) 
116 (C. C. A. 2d, 1930), cert. den. 282 U. S. 873, 51 Sup. Ct. 78, 75 L. ed. 771 
(1930) ; Western Electric Co., Inc., v. Wallerstein, 48 F. (2d) 268 (W. S. N. 
Y. 1930); Chisholm v. Johnson, 106 Fed. 191 (C. C. Del. 1901); Blair v. 
Lippincott Glass Co., 52 Fed. 226 (C. C. Ind. 1892); Davey Tree Expert Co. 
v. Van Billiard, 248 Fed. 718 (E. D. Pa. 1918), decree modified in 261 Fed. 
996 (C. C. A. 3d, 1919). 
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sary parties to an action in equity.’* It has been unqualifiedly stated 
that the exclusive licensee is an indispensable party in such a suit*® 
and just as unqualifiedly denied.** The rule of the Supreme Court 
seems to be as definite a one as any analysis of the decided cases will 
allow.’® It, of course, must be noted in making use of the analogy 
of the exclusive licensee’s rights as a party to an infringement suit 
that different statutes are involved: R. S. 4915 in the one case and 
R. S. 4919 and 4921 in the other situation.1* However, even though 
there is no exact parallel between the two situations, a consideration 
of the rights of the exclusive licensee in infringement suits is valu- 
able in showing the substantial nature of the exclusive licensee’s 
interest in the patent. It is submitted that one who can, among 
other things, join the patent owner as an unwilling party plaintiff 
even though the latter is beyond reach of process certainly has a 
very material interest in the patent. 


Comparison of the Assignee and the Exclusive Licensee 


An exclusive licensee stands in a position between that of a mere 
licensee (1. €., non-exclusive licensee) and that of an assignee. A brief 


12 See Independent Wireless Telegraph Co. v. Radio Corporation of America, 
supra note 9 at 466. In P. R. Mallory & Co., Inc., v. Automotive Mfrs.’ Out- 
let, Inc., 45 F. (2d) 810 (S. D. N. Y. 1930), the court said at page 813: “From 
the statements of Mr. Chief Justice Taft in the Independent Wireless Co. case 
and that of Mr. Justice Gray in Birdsell v. Shaliol, it appears that a licensee 
‘may be’ made a party and ‘generally’ is an indispensable party plaintiff, but 
not always so.” (Italics added.) 

13 Hammond vy. Hunt, 4 Ban. & A. Ill. Fed. Cas. 6,003, 11 Fed. 391 (C. C. 
Mass. 1879). In Bowers v. Atlantic, Gulf & Pacific Co., 162 Fed. 895 (S. D. 
W. Va. 1907) the court intimated (at page 902) that if Hammond v. Hunt 
were settled law it would have held Bowers Co. a necessary party. 

14 Comptograph Co. v. Universal Accountant Machine Co., 142 Fed. 539 
(C. C. N. D. Ill. 1906), rev’d on other grounds, 146 Fed. 981 (C. C. A. 7th, 
1906); see Nellis v. Pennock Mfg. Co., 13 Fed. 451, 455 (C. C. E. D. Pa. 
1882). Bowers v. Atlantic, Gulf & Pacific Co., supra note 13, has been cited 
as holding that the exclusive licensee is an indispensable party plaintiff in an 
infringement suit, but it is not clear whether the court there even held the 
Bowers Co. to be an exclusive licensee. 

15 See Chisholm v. Johnson, supra note 11 at 212. P. R. Mallory & Co., Inc., 
v. Automotive Mfrs.’ Outlet, Inc., supra note 12, properly held that where the 
license was for a particular field and that field was not invaded, the licensee 
is not a necessary party. 

16 The pertinent portion of R. S. 4915 has already been quoted, supra note 6. 
R. S. 4919 provides that damages for infringement may be recovered ‘ ‘in the 
name of the party interested either as patentee, assignee, or grantee.” In 
Waterman v. Mackenzie, supra note 7, it was held, at page 260, that a person 
interested could also bring suit under R. S. 4921, although that statute does not 
specifically set forth the parties who are to bring suit. R. S. 4921 allows in- 
junction to “prevent the violation of any right secured by a patent.” 

In a recent case, Bakelite Corporation v. The Lubri-Zol. Development Cor- 
poration, 46 U. S. P. Q. 303 (C. C. A. 2d, 1940), decided after the completion 
of this article, it was held that the exclusive licensee of the patent owner is not 
an indispensable party defendant in a declaratory judgment suit. The court 
emphasized differences between equity suit and declaratory judgment suit; the 
court also noted that the Declaratory Judgment Act is silent as to who must be 
made parties defendant. 
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consideration of the rights of an assignee in suits under R. S. 4915 
may be of assistance in analyzing the present problem. As between 
the assignee and the inventor, the assignee seems to be regarded not 
only as an indispensable party, but as the sole indispensable party 
defendant to a suit under R. S. 4915.17 Similarly, the assignee and 
not the inventor is the sole indispensable party plaintiff in such a 
suit,’® although the assignor is a proper party.’® The exclusive licen- 
see is not regarded as the sole indispensable party defendant to a 
suit under R. S. 4915, since such a suit will be dismissed in the 
absence of the owner of the application, even though the exclusive 
licensee be present.*° (Similarly, a suit under R. S. 4918 against an 
interfering patent will be dismissed in the absence of the patent 
owner, even though the exclusive licensee be present.**) A similar 
differentiation between assignees and exclusive licensees exists in the 
Patent Office. An assignee is allowed to prosecute the application as 
a matter of course,** but an exclusive licensee can obtain access to 
the file and information as to the proceedings only by showing that 
his rights are in danger of being inadequately protected** and can 
intervene in the interference only by showing collusion between his 
licensor and the other party.** 


17 John B. Pierce Foundation v. Penberthy Injector Co., 22 F. Supp. 239 
(D. Del 1938); see Garfield v. Western Electric Co., 298 Fed. 659, 660 (S. D. 
N. Y. 1924). Contra: Thoma v. Perri, 205 Fed. 632 (D. Mass. 1913). In 
Thoma v. Perri, supra, the court argued that the defendant inventor-assignor, 
whether he owns the invention or not, is the only party claiming priority in it, 
and that he was therefore the only adverse party in the interference proceed- 
ings; the court therefore held that he was the only indispensable party de- 
fendant. In Garfield v. Western Electric Co., supra, Judge Hand expressed the 
opinion that Thoma v. Perri, supra, was in effect overruled on this point by 
Becker v. General Chain Co., infra note 18. 

18 Becker v. General Chain Co., 273 Fed. 419 (C. C. A. Ist, 1931); Smith 
v. Thompson, 177 Fed. 721 (C. C. Conn. 1910). Contra: Wende v. Horine, 
191 Fed. 620 (C. C. N. D. Ill. E. D. 1911). 

19 Armstrong v. Langmuir, 6 F. (2d) 369 (C. C. A. 2d, 1925); see Nakken 
Patents Corporation v. Westinghouse Electric & Mfg. Co., 21 F. Supp. 336, 
337 (E. D. Pa. 1937). 

20 Armstrong v. DeForest, 13 F. (2d) 438 (C. C. A. 2d, 1926). 

21 Dooley Improvements, Inc., v. Motor Improvements, Inc., 1 F. Supp. 641 
(D. Del. 1932). R. S. 4918 provides for suit in equity “against the owners of 
the interfering patent; and the court, on notice to adverse parties. . . 
(Italics added. ) The court held that both the patentee and the exclusive licensee 
are “owners” and hence indispensable parties. 

22 Rule 5 of the Patent Office provides that the assignee is “entitled to hold 
correspondence with the Office to the exclusion of the inventor.” Rule 17 pro- 
vides that the assignee may prosecute the case. Under Rule 103 notices of 
interferences are forwarded to the assignee. 

23 Reiner v. Macphail, 1899 C. D. 196, 89 O. G. 521; In re The National Rail- 
way Materials Company, 1907 C. D. 193, 129 O. G. 481. In the latter case the 
court stated at page 195: “It is therefore believed that a licensee having an 
exclusive right has such an equitable interest in the application of his licensor 
as entitles him to knowledge of the steps taken in the prosecution of an inter- 
ference especially where it appears that the licensor by reason of his position 
is likely not to make a bona fide contest of the interference.” 

24 See In re The National Railway Materials Company, 1907 C. D. 193, 195. 
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This brief comparison shows that the rights of the exclusive licen- 
see are inferior to those of the assignee. On the other hand, it shauld 
be noted that the exclusive licensee does have rights quite a bit 
superior to those of a mere licensee, and the difference in interest 
between an exclusive licensee and a mere licensee is such that courts 
have accorded the former a right of action in situations where such 
right is completely denied to a mere licensee.** Moreover, the line 
between what constitutes an assignment and what constitutes an ex- 
clusive license does not always seem to be clear, and the conveying 
of the exclusive right to manufacture, use and sell the devices cov- 
ered by the patent throughout the United States for the life of the 
patent is considered an assignment.*® 


Problems Involved 


In the preceding portion of this article, an attempt has been made 
to set forth the rights the exclusive licensee does have and also those 
he does not have in order to form a basis for determining whether 
or not the exclusive licensee should be considered an indispensable 
party defendant to a suit under R. S. 4915. If the exclusive licensee 
is not considered an indispensable party under this statute (this was 
the view of the dissenting judge in the Nachod case),*7 no important 
attendant problems are raised. If, on the other hand, the exclusive 
licensee is considered an indispensable party, several connected prob- 
lems arise. It is submitted that the general consideration of the 
rights of the exclusive licensee in other situations favors, on the 
whole, the holding of the exclusive licensee as indispensable, although 
admittedly the analogies and precedents are not so unanimously on 
that side that the conclusion could be called inescapable. The con- 
clusion in favor of indispensability, based upon the foregoing discus- 
sion, is reinforced by a consideration of the practical aspects of the 
situation. Courts have made conflicting statements on the point of 


25 Western Electric Co., Inc., v. Pacent Reproducer Corporation, 42 F. (2d) 
116 (C. C. A. 2d, 1930); H. Goodman & Sons, Inc., v. Rubin, 4 F. Supp. 241 
(S. D. N. Y. 1933); Davison v. Alexander Smith & Sons Carpet Co., 22 F. 
Supp. 461 (S. D. N. Y. 1938); see Overman Cushion Tire Co. v. Goodyear 
Tire & Rubber Co., 59 F. (2d) 998, 999 (C. C. A. 2d, 1932); Bowers v. 
Atlantic, Gulf & Pacific Co., 162 Fed. 895, 898 (C. C. S. D. W. Va. 1907). 


26D. M. Sechler Carriage Co. v. Deere & Mansur Co., 113 Fed. 285 (C. C. 
A. 7th, 1902); Krentler-Arnold Hinge Last Co. v. Leman, 13 F. (2d) 796 
(C. C. A. Ist, 1926); see Waterman v. Mackenzie, supra note 7 at 256. In 
Green v. Le Clair, 24 F. (2d) 74 (C. C. A. 7th, 1928) and in D. M. Sechler 
Carriage Co. v. Deere & Mansur Co., supra, the conveying of such a right 
was held to be an assignment even though there was a provision for the pay- 
ment of royalty, but in Clement Manufacturing Co. v. Upson & Hart Co., 40 
Fed. 471 (D. Conn. 1889), where there was a provision for the payment of 
royalty, the court held the conveyance was not an assignment. 


27 Supra note 1. 
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considering the relative commercial value of different rights.2* How- 
ever, it seems that, from a practical standpoint, the exclusive license 
is almost always a relatively valuable commercial right (i. e., rela- 
tive to other rights under the patent), and in many cases it is much 
more valuable than the rights remaining to the patentee or assignee. 
The actual commercial value of the rights of the average exclusive 
licensee would seem to make his interest such as to further support 
holding him indispensable in the situation under consideration. The 
attendant problems raised by such a conclusion are concerned chiefly 
with the protection of the interest of the losing party in the inter- 
ference, to insure as far as possible that he will have the opportunity 
to have a court adjudication upon the merits of his contention of 
priority. 

In 1927, the year following the decision in Armstrong v. DeFor- 
est,** Congress passed an amendment to section 52 of the Judicial 
Code,*° providing in part that where there are adverse parties resid- 
ing in a plurality of districts not embraced in the same state,** suit 
under R. S. 4915 could be brought in the District of Columbia. This 
may seem at first glance to solve the problem confronting the losing 
party in the Patent Office interference, who found as adverse parties 
residents of a plurality of districts not embraced in the same state. 
If the winning party in the Patent Office interference had given an 
exclusive license to a resident of another state, and the latter is re- 
garded as an indispensable party, the losing party would seem to 
have a satisfactory remedy by suit in the District of Columbia. How- 
ever, even under this salutary amendment, the losing party still finds 
himself in the following dilemma. If there is a single adverse party 
or if the adverse parties reside in a single state, the suit under R. S. 
4915 cannot be brought in the District of Columbia.** If, on the 


28In Armstrong v. DeForest, supra note 20, the court stated, at page 440, 
that the question of which party, the exclusive licensee or the assignee, has the 
greater right depends on unpredictable commercial values, and the court would 
not undertake to so determine the question. 

In Moto Meter Co., Inc., v. National Gauge & Equipment Co., 31 F. (2d) 
994 (D. Del. 1929), Leander Corp. was entitled to royalty from assignee of 
patent and could prevent transfer without its consent. The court said at page 
a: ” . the status of Boyce and the Leander Corporation is equal, if not 
greatly superior to that of an exclusive licensee under a patent... .” 

29 Supra note 20. 

80 (Act March 3, 1927, c. 364), 44 Stat. 1394, 35 U. S. C. $72a (1934). 

81 Under Section 52 of the Judicial Code, (Act March 3, 1911, c. 231, § 52), 
36 Stat. 1101, 28 U. S. C. §113 (1934), where there are two or more defend- 
ants residents of different districts in the same state suit may be brought in 
either district. See Nakken Patents Corporation v. Westinghouse Electric & 
Mfg. Co., 21 F. Supp. 336 (E. D. Pa. 1937). 

32 Coe, Com’r. of Patents v. Hobart Mfg. Co., 102 F. (2d) 270 (App. D. C. 
1939); J. C. Eno (U. S.) Limited v. Coe, Commissioner of Patents, 106 F. 
(2d) 858 (App. D. C. 1939); Standard Oil Co. (Indiana) v. Pure Oil Co., 
19 F. Supp. 833 (D. D. C. 1937). 
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other hand, there is more than one adverse party and they live in a 
plurality of districts not embraced in the same state, the plaintiff 
must bring his suit in the District of Columbia in order to be certain 
of jurisdiction over the parties. Since there is no statutory require- 
ment that licenses be recorded (nor even that assignments be recorded 
except as a protection against subsequent purchasers for value with- 
out notice),** the plaintiff, for lack of knowledge of unrecorded in- 
struments, may well bring his suit in a forum in which relief cannot 
be secured. Unless such relief can be made reasonably certain to the 
losing party in the Patent Office interference, the protection of the 
interest of the exclusive licensee by holding him an indispensable 
party may conversely result in depriving the losing party of rights 
to which he seems justly entitled. Of course, courts would no doubt 
provide an equitable relaxation of the rule of indispensability when 
the exclusive license were granted for the purpose of thwarting suit 
by the losing party or where the court felt that such special circum- 
stances existed as would make it unjust to enforce the rule of indis- 
pensability.** Nevertheless, in view of the decisions upon which this 
note is based, and in view of the conclusion in accord therewith (as 
to indispensability) reached earlier herein, it is desirable, if not im- 
perative, that some solution to this difficulty be found in the ordinary 
situation where such equitable relaxation would not be allowed. 


Possible Solutions of the Problems 
Three possible solutions of the above difficulty suggest themselves : 


1. To consider the R. S. 4915 suit as an action in rem. 
2. To utilize freely the disposition and discovery procedure pro- 
vided by the new Federal Rules of Civil Procedure. 


33 R. S. 4898 provides in part: 

“Every patent or any interest therein shall be assignable in law by an 
instrument in writing, and the patentee or his assigns or legal representa- 
tives may in like manner grant and convey an exclusive right under his 
patent to the whole or any specified part of the United States. An assign- 
ment, grant, or conveyance shall be void as against any subsequent pur- 
chaser or mortgagee for a valuable consideration, without notice unless it 
is recorded in the Patent Office within three months from the date thereof 
or prior to such subsequent purchase or mortgage.” (Italics supplied.) 


In Waterman v. Mackenzie, supra note 7, the court set forth, at page 255, the 
following three methods of transfer: “The patentee or his assigns may, by in- 
strument in writing, assign, grant and convey, either Ist, the whole patent com- 
prising the exclusive right to make, use and vend the invention throughout the 
United States; or, 2d, an undivided part or share of that exclusive right; or, 
3d, the exclusive right under the patent within and throughout a specified part 
of the United States.” 

For a view that the unrecorded assignee cannot maintain suit for infringe- 
ment, see John Tuman & Sons, Inc., v. Larrimore Frocks, Inc., 30 F. Supp. 
866 (S. D. N. Y. 1939); rezv’d John Tuman & Sons, Inc., v. Basse, 46 U. S. 
P. Q. 302 (C. C. A. 2d, 1940). 

34Tn Parker Rust-Proof Co. v. Western Union Telegraph Co., supra note 1, 
the court relaxed the rule of indispensability because of what it considered 
special circumstances. 
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3. To require recording of exclusive licenses as a condition prece- 
dent to the exclusive licensee’s being considered indispensable. 


1. In rem. The suggestion that patent actions be regarded as 
proceedings in rem has been discussed by the courts in a number of 
cases, but it has not met with their approval.** The courts which 
have considered this question have been unable to find a satisfactory 
res within the jurisdiction on which to predicate the in rem pro- 
ceeding.*® The particular intangibility of the unmatured application 
militates against the feasibility of the in rem view of the R. S. 4915 
suit as a solution of the difficulty. 

2. Deposition and Discovery Procedure. The losing party in the 
Patent Office interference may take the course suggested by the court 
in the Nachod case** and make use of the deposition and discovery 
procedure set forth in the Rules of Civil Procedure for the District 
Courts of the United States. This would require that he file suit in 
the district of residence of the winning party and then examine the 
latter by deposition to determine whether an exclusive license has 
been granted. If there is an exclusive licensee residing in another 
state and he refuses to join, the plaintiff in the R. S. 4915 suit could 
then obtain a complete remedy by filing a suit in the District of 
Columbia. This suggested solution has the defects that it may re- 
quire the expense of filing two suits, and, secondly, that the suit in 
the District of Columbia must be filed within six months of the re- 
fusal by the Patent Office to allow the claims to him. Thus a delay 
before bringing the first suit may well prove fatal to the plaintiff's 
cause, although in the majority, if not all, of the cases the plaintiff 
would seem to be able to obtain relief by acting promptly with regard 
to filing suit and taking depositions. Under the present state of the 
law, this suggested solution, although not by any means completely 
68 F. (2d) 715 (C. C. A. 2d, 1934), aff’g 2 F. Supp. 94 (E. D. N. Y. 1933) ; 
Standard Oil Co. (Indiana) v. Pure Oil Co., supra note 32; Rainbow Rubber 
Co. v. Holtite Mfg. Co., 20 F. Supp. 913 (D. Md. 1937); (1926) 40 Harv. 
L. Rev. 326; Kenyon, Proceedings in Rem in Patent Causes, (1919), 44 A. B.A. 
Rep. 382. Kenyon proposed an in rem proceeding modeled after that used 
in admiralty; considered a patent as much a res as a vessel; discussed the 
proposed system only with reference to infringement suits. 

In Standard Oil Co. v. Pure Oil Co., supra, Judge Bailey said at page 835: 
“T see no logical ground for holding a suit of this kind is a proceeding in rem. 
If it were, the amendment of March 3, 1927, 35 U. S. C. §72a (1934) (supra 
note 30), would have provided for a procedure more consonant with a proceed- 
ing in rem.” ' 

36In Rainbow Rubber Co. v. Holtite Mfg. Co., supra note 30, the court 
stated at page 916: “A patent gives to the patentee nothing more than an 
intangible property interest; namely, the right to exclude others from the use 
of the patent. . . . Thus, a patent, for the purposes of this section, may not 
be considered as a res with a definite situs within the district where suit is 


brought. .. . 
37 Supra note 1. 
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satisfactory, seems to be the only one available to surmount the diffi- 
culty which the indispensability of the exclusive licensee raises. 

3. Recording of Exclusive Licenses. The third suggestion set forth 
above, viz., the requiring of the recordation of exclusive licenses be- 
fore the exclusive licensee could be considered an indispensable party 
defendant, would, of course, require a statutory change, since at the 
present time even an assignment need not be recorded as a condition 
precedent to suit.** Such a step would seem to positively protect 
the rights of the losing party in the interference, since he would then 
readily be able to determine who are the adverse parties. However, 
it may be that, from a practical standpoint, the difficulties and ex- 
pense attendant upon such a requirement may well outweigh the 
gain derived therefrom, in view of the infrequency with which the 
situation under consideration may arise. A satisfactory conclusion 
on this point does not seem possible without an extensive study of 
the frequency of occurrence of such a situation and a weighing of the 
gains attendant upon the requiring of recording against the liabilities 
to be incurred. Such a determination could be made a prelude to 
the suggested legislation.*® 

In this connection it should be noted that among the recommenda- 
tions of the Department of Justice contained in the report of the 
Temporary National Economic Committee was a suggestion that it 
be made mandatory that any sale, assignment, or other disposition of 
any patent or of any interest therein or any right or license there- 
under should be evidenced by an instrument in writing, a copy of 
which would have to be filed with the Federal Trade Commission.*® 
The Department of Justice is, of course, interested in such a pro- 
vision from the standpoint of assisting it in its anti-monopoly activi- 
ties and is not concerned with its effect on procedure. However, if 
such a recommendation were enacted into law, a provision could 


38 College Inn Food Products Co. v. Hurff, 60 F. (2d) 718 (D. N. J. 1932). 
Contra: John Tuman & Sons, Inc., v. Larrimore Frocks, Inc., supra note 33. 


39 If such a requirement were enacted, it would be desirable, if not necessary 
to require recording within less than three months if plaintiff’s remedy is to be 
adequate; the three-months provision with regard to recording assignments 
seems archaic and could well be considerably reduced. 

40 Investigation of Concentration of Economic Power. Letter from the Chair- 
man of the Temporary National Economic Committee Transmitting a Prelim- 
inary Report. 76th Cong., Ist Sess., Sen. Doc. No. 95. At page 17: “It should 
be made mandatory for any sale, assignment, or other disposition of any patent 
or of any interest in or right under a patent to be evidenced by an instrument 
in writing. Similarly, any condition, agreement, or understanding relating to 
any sale or other disposition of any article produced or sold under a patent by 
a person to whom such patent has been issued or who has in any other way 
acquired such patent or any interest in or right or license thereunder, should be 
required to be evidenced by an instrument in writing. The seller or assignor in 
such case would be required to file a copy of such written instrument with the 
Federal Trade Commissioner within 30 days after execution. 
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easily be added that failure to so record would, in addition to any 
penalties the Department of Justice might recommend for its pur- 
poses, have the effect of depriving the party of his right to be con- 
sidered indispensable. Since, under the recommendation of the 
Department of Justice, all licenses would have to be recorded, the 
objection that the liability incurred in requiring the recordation of 
exclusive licenses as a prerequisite to indispensability might outweigh 
the gain would be of small moment. 

The second suggested solution seems to afford a reasonably satis- 
factory remedy to the plaintiff, and certainly it seems the most nearly 
satisfactory one available under the present state of the law. How- 
ever, it does have definite defects, as set forth above, and a more 
satisfactory remedy for the plaintiff is desirable. Hence, the practical 
aspects of the situation should be investigated to determine whether 
or not recordation of exclusive licenses should be required as a con- 
dition precedent to indispensability. FRANK L. NEUHAUSER. 


PRINCIPLES AND PropucTs OF NATURE RULE AS PATENTABLE 
SusjEcT MATTER 


Recent criticisms’ of court and patent office practice in supporting 


the validity of product claims to chemical compounds impel a review 
of a settled although somewhat misunderstood rule of the patent law 
that one may not patent a principle or product of nature. The am- 
biguity latent in the rule together with its rather dogmatic treatment 
by the courts has left room for a too literal interpretation which 
overlooks the underlying reasons for its existence. It is, therefore, 
the purpose of this note to attempt a clarification of the misunder- 
standing through an analysis of the underlying reasons in the light 
of the patent statutes and the leading decisions. 

The prohibition against the patentability of principles of nature 
has its genesis in an attempt of the courts to force the inventor to 
define his contribution in its real and tangible form rather than as an 
intangible principle or mode of operation. The product phase, on the 
other hand, seems more logically to stem from the elementary propo- 
sition that one may not patent what already exists and is known. 
It is the failure to bear in mind such a distinction between a claim 
to a principle and a claim to a product with a resultant categorical 
application of the rule to both situations which has occasioned much 
of the misunderstanding. The fault may lie in the failure to delve 
beneath an unfortunate choice of terminology in the earlier principle 


1 Ruby, Patents for Acts of Nature (1939) 21 J. Pat. Orr. Soc. 538. 
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line of cases which were probably influential in the development of 
the product phase of the rule. 

The sole statutory basis for any classification of subjects matter 
patentable under our law is to be found in the following language in 
R. S. 4886: * “Any person who has invented or discovered any new 
and useful art, machine, manufacture or composition of matter, ... 
may obtain a patent therefor.” Upon this statutory classification, the 
further restrictions of the principle and product of nature rule have 
been engrafted by the courts in the lines of cases to be considered 
presently. 

The Principle of Nature Cases 


The rule that one may not patent a principle of nature was prob- 
ably first definitely restated in American® law in the case of LeRoy 
v. Tatham* and the much discussed O’Reilly v. Morse.5 Thereafter, 
a long line of decisions® served to firmly entrench it there. The thesis 
of the majority opinion of the Morse case was that in claiming the 
“use of the motive power of electric or galvanic current, which I call 
electromagnetism, however, developed, for making or printing intel- 
ligible character, letters, or signs, at any distances” as a new appli- 
cation of that power, Morse had worded his eighth claim so broadly 
as to claim the principle on power of nature by which his apparatus 
operated or its effect “distinct from the process or machinery neces- 
sary to produce it.”* Regardless of the correctness of the court’s 
interpretation of Morse’s terminology, the decision can be said to be 
no more than a ruling that the abstract principle discovered is not 
of itself the patentable part of an invention; and that it is the man- 
ner of application, either as a process or in a machine, the “how to 
use” to the benefit of mankind, which is patentable. The Supreme 
Court has reaffirmed this statement of the law on numerous occa- 
sions. Thus in Tilghman v. Proctor® it commented, “The eighth 


260 Rev. Stat. § 4886, 35 U. S. C. §31 (1934 

3 For a leading English case, see Neilson v. ~ a (1841) 8 M. & W. 806. 

414 How. 156, 14 L. ed. 367 (1852). 

515 How. 62, 14 L. ed. 601 (1853); see also Wyeth v. Stone, 1 Story 273, 
Fed. Cas. 18,107 (C. C. D. Mass. 1840). 

6 Morton v. Infirmary, 5 Blatchf. 116, Fed. Cas. 9865 (C. C. S. D. N. Y. 
1862); Tilghman v. Proctor, 102 U. S. 707, 26 L. ed. 279 (1881); New 
Process Fermentation Co. v. Maus, 122 U. S. 413, 7 Sup. Ct. 1304, 30 L. ed. 
1193 (1887); The Telephone Cases, 126 U. S. 1, 531, 8 Sup. Ct. 780, 31 L. ed. 
863 (1888); Risdon v. Medart, 158 U. S. 68, 77, 78, 15 Sup. Ct. 745, 39 L. ed. 
899 (1894); Wall v. Leck, 66 Fed. 552 (C. C. A. 9th, 1895); Cameron v. Vil- 
lage of Saratoga Springs, 151 Fed. 242, 261 (C. C. N. D. N. Y. 1907); Direct- 
oplate v. Donaldson, 51 F. (2d) 199. 201 (C. C. A. 6th, 1931); DeForest v. 
General Electric, 283 U. S. 664, 51 Sup. Ct. 563, 75 L. ed. 1339 (1931); Uni- 
versal v. Foster, 16 F. Supp. 671, 677 (Mass. 1936). 

715 How. 62, 120, 14 L. ed. 601 (1853). 

8 Supra note 6. 

% Supra note 6. 
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claim of Morse’s patent was held to be invalid, because it was 
regarded by the court as being not for a process, but for a mere 
principle,” ?° and quoted with approval the following concluding 
language of the Morse case: 


Whoever discovers that a certain useful result will be pro- 
duced, in any art, machine, manufacture, or composition of mat- 
ter, by the use of certain means, is entitled to a patent for it; 
provided he specifies the means he uses in a manner so full and 
exact that anyone skilled in the science to which it appertains 
can, by using the means he specifies, without any addition to or 
subtraction from them, produce precisely the result he describes. 
And if this can not be done by the means he describes, the patent 
is void. And if it can be done, then the patent confers on him 
the exclusive right to use the means he specifies to produce the 
result or effect he describes, and nothing more.'* (Italics ours.) 


The net conclusion to be drawn from all these decisions is that the 
courts were merely attempting to exclude from patentability the in- 
tangibles of the invention—the bare principle of operation itself. 
There is no evidence of an intent to establish a classification of pat- 
entable subjects matter which would preclude claims to tangible nat- 
ural substances on the sole ground that nature may have played a 
greater part in their creation than did the inventor or discoverer. 
But despite the absence of any emphasis on the words “of nature” 
the rulings have no doubt been influential in the evolution of the 
proposition that “composition of matter” claims to pure substances 
may be invalid as claims to natural products. 


The Product of Nature Cases 

The General Electric Tungsten case’ is probably the one most 
frequently cited as authority for the proposition that products of 
nature are not patentable. By declining to review it,’* the Supreme 
Court impliedly affirmed the ruling of the Circuit Court of Appeals 
that a broad product claim to pure ductile tungsten was invalid as a 
claim to a natural product. The evidence indicated that, while pure 
tungsten had been known, it had never been known to exist in a 
ductile form. Coolidge, it seems, had discovered a heating and draw- 
ing process for bringing out a natural property of ductility inherent 
in the metal under certain conditions. Thus viewing the evidence, it 
appears that the proper basis of the court’s holding of invalidity of 
the product claim is not to be found in any magic of the phrase “of 


10 102 U. S. 707, 726, 26 L. ed. 279 (1880). 

11102 U. S. 707, 727, 26 L. ed. 279 (1880). 

1215 How. 62, 119, 14 L. ed. 601 (1853). 

18 General Electric v. De Forest, 28 Fed. (2d) 641 (C. C. A. 3d, 1928). 
14278 U. S. 656, 49 Sup. Ct. 180, 73 L. ed. 565 (1929). 
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nature,” nor in any objection that Coolidge was claiming an intan- 
gible principle, but rather in the simple fact that the product was 
either not novel or that there was no feat of invention deserving of 
product claim protection in discovering the already existing natural 
property.’° In this respect, the decision is quite in harmony with 
the Supreme Court’s much earlier Tatham case*® statement to the 
effect that the discovery of a new property of lead was not sufficient 
to support a claim to a new use of old machinery. Had the court in 
the Tungsten case stopped at this simple solution to the problem 
before it, the case could be logically reconciled with the cases on 
chemical compounds to be discussed below. But it went on to enlarge 
the scope of the prohibition by stating: 


If it (tungsten) is a natural thing then clearly, even if Coolidge 
was the first to uncover it and bring it into view, he cannot have 
a patent for it because a patent cannot be awarded for a dis- 
covery or for a product of nature or for a chemical element." 
(Italics ours.) 


This unfortunate bit of dictum has little if any authority to support 
it'* and is probably the basis for the currently accepted broader prop- 
osition that any product existing in nature is not patentable subject 
matter. 


The Tungsten decision was followed categorically in a number of 


decisions'® wherein attempts were made to claim old products in 
terms of their newly discovered properties. 


The Chemical Compound Cases 


In seeming contradiction to the holdings of the Tungsten line of 
cases, there is to be found any number of decisions sustaining the 
validity of product claims to chemical compounds as “compositions 


15]Jt is interesting to note that the Circuit Court of Appeals of the ninth 
circuit reached an apparently contradictory result when it held that a particular 
grain structure of tungsten produced by a specified heat treatment was not a 
property naturally inherent in tungsten within the rule of General Electric v. 
De Forest, supra note 13. Anraku v. General Electric, 80 Fed. (2d) 958, 962 
(C. C. A. 9th, 1935); cert. den. 298 U. S. 678, 56 Sup. Ct. 942, 80 L. ed. 1399 
(1936) ; patent held invalid on other grounds in General Electric v. Wabash, 
304 U. S. 364, 58 Sup. Ct. 899, 82 L. ed. 1402 (1938). 


16 Supra note 4. 

17 28 F. (2d) 641, 642 (C. C. A. 3d, 1928). 

18JIn the case of U. S. Industrial Chemical Co. v. Theroz Co., 25 F. (2d) 
387, 389 (C. C. A. 4th, 1928) cited to support this statement, the court merely 
stated by way of dictum, “No one is given a patent on natural laws or on the 
chemical properties of matter.” 

19 Jy re Marsden, 47 F. (2d) 957 (C. C. P. A. 1931); In re Marsden, 47 F. 


(2d) 958 (C. C. P. A. 1931); In re Marsden, 48 F. (2d) 428 (C. C. P. A. 
1931) ; In re Ridgeway, 76 F. (2d) 602 (C. C. P. A. 1935). 
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of matter” within the meaning of R. S. 4886.2° With two excep- 
tions,** all were decided without any specific reference to the rule 
that products of nature are unpatentable. Indeed, express statements 
of the courts in those cases contrast sharply with the thought that 
the rule was at all applicable. Thus in the Kuehmsted case, the Cir- 
cuit Court of Appeals, in upholding the validity of a product claim 
to the chemical compound that is common aspirin, declared, “As an 
article of manufacture in the line of therapeutics, whatever may have 
been its antecedents chemically, aspirin therefore is a new thing. /t is 
an article of manufacture within the meaning of the patent law.” ** 
(Italics ours.) Yet if the strict literal sense of the rule is the cri- 
terion it is most difficult to see where a logical dividing line is to be 
drawn with the pure element tungsten of the Tungsten case as a 
product of nature on one side and the pure chemical compound of the 
Kuehmsted case as a product of human ingenuity on the other. 
Viewed from the standpoint of modern atomic physics, both are con- 
catenations of elemental particles differing only in the degree of com- 
plexity. If, therefore, one is a product of nature, so too is the other. 
Similarly, there is no logical ground for saying that tungsten is 
any less a “composition of matter” within the meaning of R. S. 4886 
than is a chemical compound. The attempt to distinguish between 
chemical elements and chemical compounds; or to draw any other 
purely arbitrary dividing line between the two as representative of 
different classes of patentable subject matter seems unjustified. Again 
the conclusion is that the only proper test aside from the statutory 
requirement of utility is novelty or invention—whether the substance 
actually existed in nature or whether or not its existence there was 
actually known and whether or not invention was required to isolate 
it. By such a test the Tungsten case and the chemical compound 
cases can be logically reconciled provided of course that the dictum 
of the former is disregarded. 

It is well to pursue further the suggestion that novelty is the only 
proper test in order to consider the question as to what constitutes 
the requisite degree of novelty. Is the mere isolation of a hitherto 

20 Badische v. Soda, 94 Fed. 163 (C. C. S. D. N. Y. 1899); Blumenthal v. 
Burrill, 53 Fed. 105 (C. C. A. 2d, 1892); Badische v. Kalle, 104 Fed. 802 
(C. C. A. 2d, 1900); Badische v. Klipstein, 125 Fed. 543 (C. C. S. D. N. Y. 
1903); Kuehmsted v. Farbenfabriken, 179 Fed. 701 (C. C. A. 7th, 1910); 
Union Carbide v. American Carbide, 181 Fed. 104 (C. C. A. 2d, 1910); Parke- 
Davis v. Mulford, 196 Fed. 496 (C. C. A. 2d, 1912); Baker v. Kennedy, 253 
Fed. 739 (C. C. A. 3d, 1918); Dick v. Lederle, 43 F. (2d) 628 (S. D. N. Y. 
1930) ; International v. Penick, 15 F. Supp. 1038 (Del. 1936) ; Dennis v. Pitner, 
106 F. (2d) 142 (C. C. A. 7th, 1939); Cert. den. 308 U. S. 606, 60 Sup. Ct. 143, 
84 L. ed. 101 (1939). 

21 International v. Penick, supra note 20 at 1046 (Cerelose, a grape sugar 


not a product of nature); Dennis v. Pitner, supra note 20 at 144. 
22179 Fed. 701, 702 (C. C. A. 7th, 1910). 
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extant but hidden substance sufficient basis for patentability or is it 
necessary that it never have existed in fact? The question is directly 
germane to the correctness of the dictum in the Tungsten case. The 
answer to be found in the decisions there are on the point will be 
seen to directly refute the dictum and any literal interpretation of the 
product of nature rule. In so far as the writer has been able to 
determine, the Supreme Court has never directly considered the ques- 
tion. While mere purification of a known substance will not support 
a product claim to the improved product,?* the lower courts have 
definitely held that mere isolation of an hitherto unknown substance 
may be sufficient. Thus in Parke-Davis v. Mulford** the Circuit 
Court of Appeals by affirmance gave implied sanction to Judge 
Hand’s statement : 


But even if it (adrenalin) were merely an extracted product 
without change, there is no rule that such products are not 
patentable. Takamine was the first to make it available for any 
use by removing it from the other gland tissue in which it was 
found, and, while it was of course possible logically to call this 
a purification of the principle (sic), it became for every practical 
purpose a new thing commercially and therapeutically. That was 
good ground for a patent.?® 


Similarly in the Kuehmsted** case the Circuit Court of Appeals 
said of aspirin: 


Hoffman has produced a medicine indisputably beneficial to 
mankind—something new in a useful art, such as our patent 
policy was intended to promote. Kraut and his contemporaries, 
on the other hand, had produced only, at best, a chemical com- 
pound in an impure state. And it makes no difference, so far 
as patentability 1s concerned, that the medicine thus produced is 
lifted out of a mass that contained, chemically, the compound; 
for, though the difference between Hoffman and Kraut be one 
of purification only—strictly marking the line, however, where 
one is therapeutically available and the others were therapeuti- 
cally unavailable—patentability would follow. In one case, the 
mass is made to yield something to the useful arts; in the other 
what is yielded is chiefly interesting as a fact in chemical learn- 
ing.?? (Italics ours.) 


Thus, in plain contradiction to the terminology of the rule, products 
actually existing in nature in the most literal sense of the words 
were found patentable. 


23 Wooster v. Calhoun, 11 Blatchf. 215, Fed. Cas. 18035 (C. C. S. D. N. Y. 
1873); Ex a Windaus, 15 U. S. P. 0. 4 45. 

24 Supra e 20. 

25 189 Fed. 95, 103 (C. C. S. D. N. Y. 1911). 

26 Supra note 

27179 Fed. 701, 705 (C. C. A. 7th, 1910). 
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Conclusions 


Simply stated, the conclusion is that aside from the dictum of the 
Tungsten case, the courts never intended a meaning of the rule which 
would declare otherwise patentable compositions of matter to be un- 
patentable merely because their creation might be conceived to be 
the handiwork of nature rather than of man. Such an interpretation 
carried to an extreme well within the literal import of the words 
“of nature” could readily result in an exclusion of all compositions 
of matter from patentability. Considering the desire of the courts 
in the principle of nature cases to force the inventor to claim only 
the tangible manifestations of his contribution, it is quite immaterial 
whether the prohibition is against principles of nature or principles 
of operation in general. For this reason the latently ambiguous words 
“of nature” may well be deleted and any connection between the two 
lines of cases arising from the similar terminology dissolved. Con- 
sidering, too, that where the product rule has been applied, the tan- 
gible manifestation, the product, is necessarily present in the claim, 
the courts may be said to have been using the rule primarily as a 
test for the presence or absence of novelty or invention. The latter 
conclusion is strengthened by the seemingly anomalous results of the 
chemical compound cases. In the product case, therefore, the whole 
rule may be deleted as superflous without altering the substance of 
the law. It is submitted in conclusion that much of the misunder- 
standing may be removed by such deletions in the respective situa- 
tions. 

As to the propriety of the general policy of allowing product claims 
to chemical substances, much may be said on both sides of the ques- 
tion. Modern trends in the chemical and medical sciences—the wide 
development of synthetic substances in the former and the discovery 
of such substances as animal hormones in the latter—furnish strong 
arguments in its favor. Opposed to the desire of the courts to place 
some bounds upon monopoly, in one direction, is the clearly ex- 
pressed policy of the CoNsTITUTION and the patent statutes, in the 
other, recognizing that the grant of monopoly is the necessary evil, 
the quid pro quo necessary for the promotion of the arts and sci- 
ences. Where the optimum boundaries of monopoly are to be drawn 
must of necessity depend upon the measure of such promotion de- 
sired. Product claim protection has been found desirable for the 
mechanic in the promotion of his art. It would seem equally advisable 
to grant commensurate product claim protection to the chemist. Any 
policy which falls short of allowing him that protection for his un- 
doubtedly equally meritorious contribution because he has done no 
more than uncover an unknown substance existing in nature or be- 
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cause his substance is conceivably the creation of nature rather than 
his own hardly gives him protection commensurate with that granted 
to his fellow artisans. It is submitted, therefore, that the present 
practice of granting product claims to chemical compounds is not 
only in accord with established law and the intent of the drafters of 
the statutes but also in keeping with sound public policy. 


Epwarp A. RuEstTow. 


ADMISSION TO STEAMSHIP CONFERENCES * 


The right of a common carrier to be admitted to a steamship con- 
ference is dependant upon section 15 of the Shipping Act, 1916,’ for 
this is the portion of the regulatory statutes that gives the Maritime 
Commission authority to control conferences. If an application for 
admission is denied, the applicant’s proper source of relief is the 
Maritime Commission? which is authorized by that section to dis- 
approve, cancel or modify any agreement that it finds to be unjustly 
discriminatory or unfair as between carriers, shippers, exporters, 
importers, or ports, or between the exporters of the United States 
and their foreign competitors, or to operate to the detriment of the 
commerce of the United States, or to be otherwise in violation of the 
Shipping Act. Since passage of the statute in 1916 until 1933, the 
question of admission was not adjudicated by the Shipping Board, but 
from 1933 until September, 1940, fifteen cases were decided. When 
the Commission decides that refusal of admission is unlawful, it may 
by order require cancellation of the conference agreement in question 
if the carrier is not admitted to conference membership. 

Refusal of admission does not offer a serious problem to a carrier 
unless the conference maintains a system of exclusive patronage 
contracts, for unless such a system is in force in a particular trade, 

* At the outset, the distinction between steamship conferences and trade prac- 
tice conferences should be noted. A steamship conference is an association of 
common carriers by water operating in a particular trade or trades, which 
pursuant to an agreement or contract, controls the rates, regulations and prac- 
tices governing transportation by the members of the association. It is a 
continuing association. The trade practice conference is a procedure of the 
Federal Trade Commission established to codify, industry by industry, the 
meaning of the concept “unfair methods of competition,” or “unfair or decep- 
tive acts or practices in commerce.” A steamship conference is analogous to 
a cartel while a trade practice conference is similar to an assembly or conven- 
tion. For a clear discussion of trade practice conferences see: Kittelle and 
Mostow, A Review of the Trade Practice Conferences of the Federal Trade 
Commission (1940) 8 Geo. Wasu. L. Rev. 427; Nelson, Trade Practice Con- 
ference Rules and the Consumer (1940) 8 Geo. Wasn. L. Rev. 452. 


139 Stat. 728 (1916), 46 U. S. C. § 881 (1934). 


2United States Navigation Co. v. Cunard, 284 U. S. 474, 52 Sup. Ct. 247, 
76 L. ed. 408 (1932). 


7 
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the carrier operating outside the conference can take advantage of the 
conference rate structure as an umbrella to protect it in underquoting 
the conference and thereby it can secure sufficient business to operate 
profitably or to make itself such a nuisance that the conference will 
be anxious to take it in. If a rate war develops, it is likely to be 
detrimental to all persons interested in the trade, shippers and car- 
riers alike; therefore as a matter of self-interest such a conference 
is more likely to admit a new carrier than to war against it. How- 
ever the situation is radically different in most trades, for conferences 
usually employ the exclusive patronage contract system as a device to 
control the trade. Through contracts with most shippers, binding 
them to use the vessels of the conference exclusively in return for a 
percentage reduction below the tariff rates, the members of the con- 
ference are able to prevent carriers outside the conference from get- 
ting enough cargo to make voyages profitable. The contracts are 
offered to all shippers and the proportionate reductions are uniform— 
not dependant upon the amount of cargo offered. Competition be- 
tween shippers tends to make acceptance of the contract necessary. 
The exigencies of ocean transportation indicate that without these 
contracts, it would be impossible for a conference to control a trade, 
for not only could outside carriers enter trades at will and tramps 
haul cargo whenever it appeared profitable, but also it would be 
extremely difficult for a conference to govern its own members. 
Whenever a recalcitrant member decided to resist the conference, it 
could withdraw from the conference and adopt whatever competitive 
method it deemed necessary to oppose the conference will because 
the penalties and disciplinary methods available to keep members in 
accord are only effective when a carrier is bound by the conference 
agreement. The chaotic result of such a breakdown would probably 
be a rate war. 

To admit the effectiveness of the device in controlling a trade, and 
its practical value in stabilizing commerce, is not sufficient to deter- 
mine its lawfulness, particularly when it is the effective instrument 
preventing a carrier from operating in the trade or from joining the 
conference therein. Indicative of the fact that conference contracts 
are the main cause of complaint by carriers who apply for admission 
to conferences is the fact that they have been specifically in issue in 
twelve of the fifteen cases considered by the Maritime Commission 
and its predecessors pertaining to admissions.* Any investigation of 


3 Gulf Conference Contracts, 1 U. S. S. B. 322 (1934); Wessel, Duval & 
Co. v. Colombian Steamship Co., 1 U. S. S. B. 390 (1935); Seas Shipping 
Co. v. American South African Line, 1 U. S. S. B. 568 (1936); Phelps Bros. 
v. Cosulich-Societa Triestina di Navigazione, 1 U. S. M. C. 634 (1937); 
Sprague Steamship Agency v. A/S Ivarans Rederi, 2 U. S. M. C. 72 (1939) ; 
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this subject will therefore be inclusive unless the history of the legis- 
lation and the contract rate system are examined. 


Historical Background 


Prior to passage of the Shipping Act, it had not been finally deter- 
mined whether conferences and conference practices were violative of 
the antitrust statutes. In 1907, a conference that used deferred re- 
bates and fighting ships was held not to be unreasonably restraining 
trade.* On the other hand, an agreement between steamship com- 
panies, a railroad and a wharfinger, which effectively prevented other 
carriers from competing by providing for codperation in through 
transportation of cargo, a lower rate available only when the facili- 
ties of the agreeing parties were used, refusal to make similar arrange- 
ments with other carriers in the trade, and attempts to influence 
shippers to use the facilities of the agreeing parties was found unlaw- 
ful under the Antitrust Act.® Prior to the First World War, the 
United States brought action against some conferences under the 
Antitrust Acts which were not decided on their merits because of the 
changed conditions resulting from the war. Speaking after passage 
of the Shipping Act, an editor of the Columbia Law Review ex- 
pressed the belief that conierences did not violate the Antitrust Acts 
as they were being interpreted by the courts at the time the Shipping 
Act was passed, for he said that the statute seemed to give legislative 
sanction to the tendency of the courts to permit reasonable restraints 
on free competition in the interest of efficiency in the management of 
important industries.’ The consensus of congressional opinion seemed 
to be that these associations and their practices were unlawful under 
those statutes, for the House of Representatives passed a bill * which 
provided severe penalties if these combinations were convicted of 
violation of the Sherman Act.® This bill did not pass the Senate 
and in 1912 an investigation of conferences and ocean transportation 


Application of Gustaf B. Thornden, 2 U. S. M. C. 77 (1939); Kerr Steam- 
ship Co. v. Isthmian Steamship Co., 2 U. S. M. C. 93 (1939); Hind, Rolph & 
Co. vy. Compagnie Generale Transatlantique, 2 U. S. M. C. 138 (1939); Kerr 
Steamship Co. v. Deutsch Dampschiff Fahrts Gesellschaft “Hansa,” 2 U. S. 
M. C. 206 (1939); Waterman Steamship Corp. v. Arnold Bernstein Schif- 
fahrtsgesellschaft, M. b. H., 2 U. S. M. C. 238 (1939); Cosmopolitan Ship- 
ping Co. v. Black Diamond Lines, 2 U. S. M. C. 321 (1940); Rederiet 
“Ocean” A/S v. Yamashita Kisen Kabushiki Kaisha, 2 U. S. M. C. (July, 
1940). 


*Thompson v. Union Castle, 149 Fed. 933 (C. C. S. D. N. Y. 1907). 

5 United States v. Pacific etc. Ry., 228 U. S. 87, 33 Sup. Ct. 443, 57 L. ed. 
742 (1913). 

6 United States v. Hamburg American, 239 U. S. 466, 36 Sup. Ct. 212, 60 
L. ed. 387 (1916); id., 216 Fed. 971 (S. D. N. Y. 1914). 

7 (1917) 17 Con. L. Rev. 357. 

8H. R. 1290, 62d Cong., 2d Sess. (1912). 

848 Conc. Rec. 7561 (1912); Ze1s, AMERICAN SHIPPING Poticy (1938) 75. 
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was inaugurated under the direction of Congressman Joshua W. 
Alexander.?° The congressional committee made a detailed study 
and report with recommendations for legislative action.‘t The result- 
ing Shipping Act specifically legalized these combinations.’* Subse- 
quently the Supreme Court decided that conference activities con- 
ducted prior to passage of the Shipping Act were unreasonable re- 
straints of trade.** 

Through the Shipping Act, Congress recognized that the confer- 
ence system offered a useful method for governing carriers in world 
trade and provided that the Shipping Board should strictly regulate 
conference activities. Although statements of legislative intent should 
not be adverted to when interpreting unambiguous language of a 
statute,’* there are two phrases in section 15 of the Shipping Act 
that leave so much to the discretion of the courts and the adminis- 
trative body that it is advisable to determine what abuses Congress 
intended to correct by passing the statute. These phrases are: 
“detrimental to the commerce of the United States” and “unjustly 
discriminatory.” The former phrase has not been authoritatively de- 
fined by the courts and its meaning is therefore to be determined by 
the administrative body. It has been defined as condemnatory of 
very high rates,’* unduly low rates, unrestrained bitter competition,'® 
and activity tending to harm another carrier.‘ Interpretation of 
the phrase, “unjust discrimination,” by the courts should no doubt 
be controlling when factual situations are comparable, but in new 
situations there is broad discretion left to the administrative body 
to determine what discriminations are unjust and unreasonable.** 
Similar considerations control interpretation of section 161*® which 
forbids undue preference and prejudice. 

10H. Res. 587, 62d Cong., 2d Sess. (1912); H. Res. 425, 62d Cong., 2d 
Sess. (1912). 

11 Report on Steamship Agreements and Affiliations under H. Res. 587, H. R. 
Doc. 805, 63d Cong., 2d Sess., Ser. i 6751 (1913). This is referred to in 
the trade as the ALEXANDER Report 

12 39 Stat. 733 (1916), 46 U. C. § 814 (1934). 

18 Thomsen v. Cayser, 243 U. S. 66, 37 Sup. Ct. 353, 61 L. ed. 597 (1917). 

14 Swendig v. Washington Co., Sos U. S. 322, 44 Sup. Ct. 496, 68 L. ed. 
1036 (1924); United States v. Missouri Pacific R. R., 278 U. S. 269, 49 
Sup. Ct. 133, 73 L. ed. 322 (1929). 


15 Edmond Weil v. Italian Line, 1 U.S. S. B. 395 (1935). 
a Shipping Co. v. American South African Line, 1 U. S. S. B. 568 


( x 

17 Dollar Matson Agreements, 1 U. S. M. C. 750 (1938). 

18 Pennsylvania R. R. v. International Coal Co., 230 U. S. 184, 33 Sup. Ct. 
893, 57 L. "ak 1446 (1913); Texas and Pacific R. Ry. I. c. C., 162 U. S. 
197, 16 Sup. Ct. 666, 40 L. ed. 940 (1896) ;- Compagnie Generale Transatian- 

que v. American Tobacco Co., 31 F. (2d) 663 (C. C. A. 2d, 1929), cert. den. 
80 U. S. 555, 50 Sup. Ct. 16, 7 : ed. 611 (1929). 

19 39 Stat. 734 (1916), 46 U. C. §815 (1934); Louisville etc, R. R. v. 
Mottley, 219 U. S. 467, 31 Sup. & 265, 55 L. ed. 297 (1911); Plett v. Union 
Pacific R. R., 99 U. s. 48, 25 L. ed. 424 (1879). 
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Since the committee reports of both Houses of Congress on the 
regulatory phase of the Shipping Act, 1916, quote verbatim the 
recommendations of the ALEXANDER REporRT,”° examination of it will 
disclose the abuses sought to be corrected. 

Co-operative arrangements between lines were permitted with a 
view to retaining for American importers and exporters the advan- 
tages of “increased regularity and frequency of service, stability and 
uniformity of rates, economy in cost of service, better distribution of 
sailings, maintenance of American and European rates to foreign 
markets on a parity and equal treatment of shippers through the 
elimination of secret arrangements and underhanded methods of dis- 
crimination,” to prevent elimination of weaker lines, to secure to the 
small independent operator an opportunity to compete on a more 
equal basis and to provide greater security for capital.2* It was 
believed that prohibition of these agreements would result in rate 
wars and disruption of trade, or consolidations that would eliminate 
smaller lines.*? It was understood that if conferences were to be 
allowed to exist, they should be “brought under effective government 
supervision” to avoid the abuses inherent in the monopoly existing 
by virtue of the combinations.** In addition to condemning abuses 
of monopoly in general, the report classes as abuses the use of con- 
ference strength to prevent new lines from entering a trade or to 
crush existing lines not acceptable to the members of the conference, 
the condition wherein only a line powerful enough to fight its way 
into a trade can secure membership in the combination, increasing 
rates without notice, secrecy of conferences and agreements, special 
rates to large shippers, special services to favored shippers, lack of 
published tariffs, deferred rebates and fighting ships.2* The con- 
clusion is inescapable that the Act was passed to protect shippers 
and independent operators. The administrative body is charged 
with the duty to protect them from attempts by conference carriers 
to appropriate the advantages of monopoly to themselves, for the 
unreasonable competitive practices of conferences are frequently con- 
sidered in the report.*® 

From 1868 to 1914, a rate war was the normal result of entrance 
of a new line into an American conference-controlled trade. Usually 
either a competitor disappeared, the weaker concern was absorbed 


20H. R. Rep. 659, 64th Cong., Ist Sess., Ser. No. 6904 (1915); Sen. Rep. 
No. 689, 64th Cong., Ist Sess., Ser. No. 6899 (1915). 

21 Op. cit. supra note 11 at 416, and 295-304. 

22 [bid. 

23 Td. at 417, 418. 

24 Id. at 304-307. 

25 Jd. at 45, 117, 154, 160, 166, 218, 304, 306, 418, 419. 
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or an agreement was made terminating the war.** These fights 
unsettled traffic conditions and disorganized trade.** Conference 
agreements really amounted to treaties of peace between lines. Le- 
galization of them under government control was expected to promote 
peace in foreign trade.*® 
The following language shows that although some of the abuses 
considered in the committee were specifically outlawed by the Ship- 
ping Act, 1916, those not specifically mentioned were to be abol- 
ished by the wise exercise of the power bestowed by section 15: 
The committee believes that the disadvantages and abuses 
connected with steamship agreements and conferences as now 
conducted are inherent, and can only be eliminated by effective 
government control; and it is such control that the committee 
recommends as the means of preserving to American exporters 


and importers the advantages enumerated, and of preventing 
the abuses complained of.*° 


Exclusive Patronage Contracts 


The argument has been advanced in connection with the contract 
rate system that since the system was not condemned specifically in 
the Shipping Act, it should be considered lawful. The above quota- 
tion and the ALEXANDER Report do not support that contention. 
As a matter of fact, the legality of this system in foreign commerce 
is clouded in a good deal of doubt, for since passage of the Shipping 
Act, 1916, no controlling decision has been made by the courts or 
the Maritime Commission or its predecessors. In domestic com- 
merce, this system has been emphatically condemned by the Ship- 
ping Board Bureau of the Department of Commerce,*! predecessor 
of the Maritime Commission, and by the courts** for the reason that 
the Intercoastal Shipping Act, 1933,%* stabilized domestic trade to 
such a degree that the discrimination inherent in the system is un- 
reasonable and unduly prejudicial. 

The courts have not had the legality of this system in foreign 
commerce directly before them since passage of the Shipping Act, 


*6 Gottheil, Historical Development of Steamship Agreements and Confer- 
ences in the American Foreign Trade (1914) 55 Annats 48. 

27 Id. at 74; ZeEIs, op. cit. supra note 9 at 79. 

28 Op. cit. supra note 11 at 416. 
ceen. Stat. 733, 734, 735, 738 (1916), 46 U. S. C. §812, 813, 815, 819, 834 

) 

30 Op. cit. supra note 11 at 418; op. cit. supra note 20 at 29; op. cit. supra 
note 20 at 9. 

81 Intercoastal Rates on Silica Sand, 1 U. S. S. B. 373 (1935); Intercoastal 
Investigation, 1935, 1 U. S. S. B. 380 (1935); Gulf Intercoastal Contract 
Rates, 1 U. S. S. B. 524 (1935). 

32 Swayne and Hoyt v. United States, 300 U. S. 297, = = Ct. 478, 81 
L. ed. 659 (1937); td., 18 F. 4 25 (Dist. Ct. D. C. 

33 47 Stat. 1425 (1933), 46 U. S. C. § 843 et seq. (1534) 
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1916, but on several occasions their language has condemned it in 
general terms. In United States Navigation Co. v. Cunard ** the 
Supreme Court said that paragraph 3 of section 14 ** of the Shipping 
Act, which prohibits retaliation against a shipper by resort to dis- 
criminatory or unfair methods because the shipper has patronized 
another carrier, as well as other sections of the Shipping Act, makes 
the system unlawful. This reference opens a field for speculation 
because the language of the statute indicates that the carriers’ actions 
need not be shown to be unduly or unreasonably discriminatory to 
bring them within the condemned category and because violation 
of that paragraph has never been proved. Would a showing that 
a carrier had a practice of making a greater charge to one person 
than to another for transportation of the same commodity between 
the same ports be sufficient to condemn the practice, if it were shown 
that the different charges were allowed because one shipper had signed 
an exclusive patronage contract and the other had not? 


In the Swayne and Hoyt case*® as decided by the District Court 
of the District of Columbia, intercoastal rates were involved but the 
language of the court appears to condemn all such contracts for it 
said, “The unreasonableness of the contracts is in the fact that it 
insures to one shipper who is willing to tie himself to a contract the 
same service at a cheaper rate than the carrier is willing to extend to 
another shipper who is not, and thus is effective to coerce all shippers 
to abandon the advantages of competition or pay a penalty.” When 
this case reached the Supreme Court,** the language was not as 
inclusive, but that Court did not support the legality of the system. 
The Circuit Court of Appeals in U. S. Navigation Co. v. Cunard ** 
though not deciding the question cast doubt on the legality of the 
system. Ina case to enforce such a contract, decided in the Appellate 
Division of the New York Supreme Court, it was held that the con- 
tract is unenforcible and unlawful.*® A contract wherein a carrier 
agreed to supply the shipper special service while the shipper agreed 
to give all his business to that carrier was upheld as a special con- 
tract of affreightment.*® 


34 284 U. S. 474, 52 Sup. Ct. 247, 76 L. ed. 408 (1932). 
35 39 Stat. 733 (1916), 46 U. S. C. §812 (1934). 

3618 F. Supp. 25 (Dist. Ct. D. C. 1936). 

387 300 U. S. 297, 57 Sup. Ct. 478, 81 L. ed. 659 (1937). 


38 50 F. (2d) 83 (C. C. A. 2d, 1931), aff'd 284 U. S. 474, 52 Sup. Ct. 247, 
76 L. ed. 408 (1932). 

39 Black Diamond Line, Inc. v. S. H. Kress, 284 N. Y. Supp. 310, 157 Misc. 
360 (1935). 


40 Copper River Packing Co. v. Alaska Steamship Co., 22 ed. (2d) 12 
(C. C. A. 9th, 1927). 
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The record of the Shipping Board and its successors is not con- 
clusive. In one instance, the contract offered by the single line 
operating in a trade was condemned in language that seemed to 
condemn all such contracts.*4 On another occasion, the contract 
offered by a conference composed of ten of the eleven carriers regu- 
larly operating in the trade was found lawful.*? 

Approaching the problem by looking to the accepted legal meaning 
of the words, “unduly discriminatory,” one finds that in construing 
the Interstate Commerce Acts the courts have held that inequality of 
charge is not unduly discriminatory if inequality of transportation 
circumstances and conditions can be shown,** but that the inequality 
of circumstances must directly affect the transportation.** Use of 
special contracts to secure or retain traffic was found lawful, but in 
that case there were two important differences from the contracts 
here in issue.*® They were not exclusive patronage contracts since 
shippers promised but a portion of their business, and the reduced 
rates were held out to all shippers although some did not sign the 
contract. In another case it was said that, apart from statutory 
prohibitions, carriers are left as they were at common law free to 
make special contracts and otherwise attempt to increase their 
business, but in that case the contracts were designed to give party- 
rates to groups and hence were quite different from exclusive pat- 
ronage contracts.“ Even at common law, differences in charges 
unless based on differences in service were forbidden and the dif- 
ferent charges had to have a reasonable relationship to the service 
offered.*7 At common law the exclusive patronage contract was con- 
demned as an unreasonable discrimination.** 

In the present state of the law, it seems that if a common carrier 
sincerely trying to enter a trade should prove that the exclusive 
patronage contract system was being used as an instrument to pre- 
vent it from entering that trade, he could secure a decision adverse 
to the system, for although stability of trade and safety of capital 
are two purposes of the Shipping Act, 1916, as stated in the ALEx- 
Py dl Mining Co. v. Bluefields Fruit and Steamship Co., 1 U. S. S. B. 
nw, Rawleigh Co. v. N. V. Stoomvart Mij. “Nederland,” 1 U. S. S. B. 

43 ene od wa v. Baltimore etc. R. R., 145 U. 263, 12 Sup. Ct. 844, 36 L. 
ed. 699 (1892) ; 43 Fed. 37 (C. C. S. D. Ohio 1890) ; Texas etc. Ry. v. 
ICC. 1@ U.S . 197, 16 Sup, Ct. 666, 40.L, ed, 940 (1896). 

= Philadelphia etc. Ry. v. I. C 174 Fed. 687 (C. C. Pa. o> 


-- 3 198)" v. Chicago etc. Ry 509 U. S. 108, 28 Sup. a 83, 52 L. ed 
46 Cincinnati etc. Ry. Ma LC. Cc, 2 VU. .. 184, 16 Sup. Py 700, 40 L. ed. 
935 (1896); I. C. C. Baltimore etc. R. R., supra note 
47 Western Union v. Call, 181 U. S. 92, 21 Sup. > ~. is. t. ed. 765 (1901). 
48 Menacho v. Ward, 27 Fed. 529 (C. C. 1886). 
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ANDER Report, two other purposes are: prevention of use of the 
conference strength to keep a carrier from entering a trade and 
security of the right of independent operators to compete with the 
other operators in the trade. A shipper who showed that the con- 
tract rate system discriminated against him might also secure a 
decision adverse to it either because it was found to be a discrim- 
inatory method of retaliation,*® because it was unduly discrimina- 
tory,’ or because it was unreasonably prejudicial.™ 

Unless the system as a whole is found unlawful under section 14, 
it is possible that if requisite conditions are shown it may be upheld.*? 
Certainly strong practical arguments could be marshalled in its favor, 
such as the desirability of stable trade conditions when non-conference 
carriers threaten to disrupt conditions. From the historical point of 
view, it could be pointed out that although Congress was cognizant 
of this system and although it was fully discussed in the COMMITTEE 
ReEport,** it was not condemned specifically in the Shipping Act and 
therefore only open to condemnation if found violative of one of the 
general sections of that Act. If the argument that it creates a 
monopoly is advanced, it could be pointed out that Congress specifi- 
cally permitted monopoly in ocean commerce under government su- 
pervision. It could be argued that Menacho v. Ward is not a 
controlling decision. Since a carrier’s attack would have to be based 
on sections 15, 16 or 17, the discrimination or prejudice might be 
shown to be reasonable provided it is not used as a device to keep 
legitimate common carriers out of trades or conferences. Discrimi- 
nation inherent in the system might be shown to be reasonable by 
showing that it is based on differences in transportation circum- 
stances. For instance, it might be shown that although service from 
port to port is identical, a carrier is able to reduce cost of solicitation 
of cargo from contract shippers enough below the cost of solicitation 
from non-contract shippers to sustain the difference in charges be- 
tween the two classes, or it might be shown that a large number of 
outstanding contracts enables the carrier so well to estimate the 
quantity of cargo available for each sailing that efficiency of opera- 
tion is improved. 

For practical reasons, carriers seeking admission to a conference 
do not attack the contract rate system directly, but contend that 


49 39 Stat. 733 (1916), 46 U. S. C. §812 (1934). 

50 39 Stat. 733, 734, 46 U. S. C. §§ 814, 815 (1934). 

51 39 Stat. 734 (1916), 46 U. S. C. §815 (1934). 

52 For further information about the contract rate system see Donovan, Con- 
tracts Between Steamship Lines and Shippers (1914) 55 ANNALS 168. 

53 Op. cit. supra note 11 at 80, 96, 105, 116, 160, 290. 

5427 Fed. 529 (C. C. S. D. N. Y. 1886). 
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refusal to admit them to the conference coupled with the effect of 
the contract system which coerces shippers from patronizing other 
carriers subjects them to undue discrimination and prejudice.®* Be- 
cause thereby independent carriers may be effectively barred from 
a trade, this contention appears to be substantiated by the legislative 
history of the Shipping Act, the language of the courts and the 
established interpretation of the phrase, undue discrimination. The 
same position has frequently been taken by the Maritime Commission 
and its predecessors.*® 


Reasons for Refusing Admission 


The usual conference provision governing admissions is similar 
to the following: 


Any person, firm or corporation engaged in operating vessels 
regularly in this trade may be admitted to membership in the 
Conference upon agreeing to conform to this agreement and such 
rules and regulations as are adopted by the Conference pursuant 
thereto, and such admission shall not be denied by the member 
lines of the Conference except for just and reasonable cause.** 

The most frequently recurring causes for refusing admission to a 
conference cited by carriers as reasonable are: 

The applicant is not a common carrier. When proven, the Mari- 
time Commission and its predecessors have held it reasonable.®* 
Determination of who is a common carrier is usually a question of 
fact depending on whether the applicant makes the contract of 
affreightment with liability thereunder to shippers, and acts on 
conference matters for itself, not as agent for another person.*® The 
fact that the applicant formerly operated in the trade as a common 
carrier is not enough if at the time of making application it is only 
an agent. 

The applicant operates ships under charter. This reason is closely 
connected to the foregoing one since sometimes a charterer is not a 
common carrier. If it is a common carrier, this is not a good reason 
to refuse admission. It is not necessary for a person to own means 
of transportation to be classed as a common carrier if it can control 
them and if it undertakes common carrier liabilities.® 


55 See cases cited supra note 3. 

56 Phelps Bros. v. Cosulich; Sprague Steamship Agency v. A/S Ivarans 
Rederi; Waterman Steamship Corp. v. Arnold Bernstein; Cosmopolitan Ship- 
ping Co. v. Black Diamond Lines all supra note 3. 

57 Art. 9, North Atlantic Continental Freight Conference Agreement, Mari- 
time Commission, No. 4490. 

58 In the Matter of Gulf Intercoastal Conference Agreement, 1 U. S. S. B. 
322 (1934). 

59 Cosmopolitan Shipping Co. v. Black Diamond Lines, Inc., supra note 3. 

a of Kentucky v. Adams I:xpress Co., 93 U. S. 174, 23 L. ed. 872 
(1876). 
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The applicant lacks financial stability and experience. If it is 
shown that an applicant has not made definite arrangements for ships, 
does not have the financial ability to operate continuously and regu- 
larly in the trade or lacks the experience or organization to run a line, 
it is reasonable for a conference to treat the application as frivolous 
and therefore refuse admission. In support of this position is the 
decision of a predecessor of the Maritime Commission refusing to 
accept the tariff of such a carrier for filing.® 


The applicant seeks to join on special terms. The Maritime Com- 
mission has taken the position that an applicant ought not to insist 
on special arrangements whether within the scope of a conference 
it seeks to join or in connected agreements. 


The applicant refuses to join a different conference in the opposite 
direction or in a closely connected trade. This reason is not con- 
vincing for if the members of the conference have seen fit to set up a 
separate conference in each direction or in separate though connected 
trades, it is unreasonable to require a carrier to join the other confer- 
ence if that appears to it to be against its best interests. It is the 
conference members that have acted to make this possible and rea- 
sonable by setting up two conferences. Furthermore, it does not 
appear reasonable to consider the applicant’s actions in another trade 
unless they reflect on its good faith. The Maritime Commission has 


determined that this is not a reasonable cause for refusing to admit 
a common carrier to a conference. 


The applicant gave misinformation in its application or has shown 
bad faith. This is a reasonable cause for refusing admission, for if 
the carrier acts in bad faith before entering the conference, there is 
grave danger that it will continue such conduct and cause endless 
trouble in the conference and the trade. This stand has been taken 
by the Maritime Commission.® 


Admission of the applicant will disturb the stability of the trade. 
This argument loses sight of the fact that within the conference a 
carrier will be less able to disrupt the trade than outside the con- 
ference. 


The applicant is not operating regularly in the trade. On its face, 
this argument appears to have merit, but when a conference uses the 
exclusive patronage contract system, it is often impossible to operate 


61 Schedules of Girdwood Shipping Co., 1 U. S. S. B. 306 (1934). 

62 Wessel, Duval & Co. v. Colombian Steamship Co.; Seas Shipping Co. v. 
American South African Line, both supra note 3 

63 Cosmopolitan Shipping Co. v. Black Diamond Lines, Inc., supra note 3. 


64In the Matter of the Application of Gustaf B. Thornden, 2 U. S. M. C. 
77 (1939). 
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profitably outside the system and a new line sincerely intending to 
operate regularly must either be able successfully to compete with 
the conference carriers at the start notwithstanding the restriction 
of these contracts, or it must subject itself to a loss before it can 
qualify for admission. The Supreme Court has indicated that this 
is unreasonable discrimination.*° The Maritime Commission has 
ordered lines admitted that operated only one or two sailings if they 
showed a sincere intention to operate regularly,®* and on one occasion 
it ordered a line to be admitted that had operated no ships but had 
advertised sailings, solicited cargo, made a sincere attempt to secure 
ships and showed its honest intention to operate regularly in that 
trade.” The one recent case*®* wherein the Commission refused to 
order admission when circumstances were similar to these, is not 
persuasive, for it was set for rehearing on the merits shortly after 
the decision and was then dismissed without decision on the merits 
because changed conditions resulting from the Second World War 
made it moot.® The Maritime Commission has held that the require- 
ment of operation in a trade is not binding on it though it appears 
in a conference agreement.” 


The trade is overtonnaged. This should not be a controlling factor 
in determining whether a conference should admit a carrier since the 


carriers in the trade could thereby perpetuate a monopoly by main- 
taining adequate service. Although the monopoly itself is not unlaw- 
ful, refusal of admission based on activity to maintain the monopoly 
can hardly be said to make the discrimination reasonable. The Mari- 
time Commission has so concluded.”* 


The applicant seeks to reap where it has not sown, to take profit- 
able cargo from a trade it has not helped develop. That is reason- 
able cause to refuse admission when it is shown that the applicant 
does not have sufficient financial stability or experience to operate in 
the trade over a long period or that the applicant is a “fly-by-night” 
operator—one that moves from trade to trade operating while busi- 
ness is brisk and withdrawing service as soon as it becomes less 
profitable. But that reason fails to be convincing when it can be dem- 
onstrated that an independent operator is sincerely seeking to enter 


85 Swayne and Hoyt v. United States, supra note 32. 


66 Phelps Bros. v. Cosulich; Sprague Steamship Agency v. A/S Ivarans 
Rederi; Waterman Steamship Corp. v. Arnold Bernstein all supra note 3. 


87 Cosmopolitan Shipping Co. v. Black Diamond Lines, Inc., supra note 3. 
68 Hind, Rolph & Co. v. Compagnie Generale Transatlantique, supra note 3. 
69 Jd., 2 U. S. M. C. 280 (1940). 

70 Cosmopolitan Shipping Co. v. Black Diamond Lines, Inc., supra note 3. 
71 Waterman Steamship Agency v. Arnold Bernstein, supra note 3. 
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a trade as a regular carrier. Implicit in that argument is the idea 
that a conference acquires a vested interest or property right in its 
monopoly. Any privilege granted that monopoly is analogous to a 
license granted by the government and it can be withdrawn by Con- 
gress or by a finding under the present regulatory statutes that the 
conference has acted unlawfully.** That individual carriers have 
property in their good will which they may maintain by any lawful 
means is not denied, but carriers as a group do not have such an 
interest in their monopoly which they may maintain by discrimina- 
tion against other carriers. Such action will not support a finding 
that the discrimination is reasonable. Review of the previously con- 
sidered congressional reports supports this view. 


Conclusion 


It has been argued that as a matter of policy conferences should 
not be ordered to admit carriers unless it can be proven that the 
public interest requires their admission; that determination should be 
made on grounds analogous to those considered when deciding wheth- 
er a certificate of public convenience and necessity is to be granted 
by a regulatory body that has such power. The Maritime Com- 
mission’s answer to that argument is that such extensive power not 
having been directly conferred by statute should not be implied.” 
Another answer to that argument is that correlative to such a power 
there should be, and when the power has been granted by Congress 
to a regulatory body in the past, there is authority to require main- 
tenance and improvement of service in the public interest. Since 
the Maritime Commission lacks authority to require carriers to im- 
prove service or increase the quantity of service when public interest 
warrants, it should not adopt a policy limiting available service. If 
individuals are to remain free to supply as little service as they 
choose, they should be free to offer as much as they please. 


It is reasonable to conclude that since the public interest is to be 
protected by control of transportation conditions through government 
supervision of stable conferences, a liberal policy with respect to 
admission of common carriers to these conferences should be adopted 
by them particularly if they attempt to control traffic conditions in a 
trade by means of exclusive patronage contracts. 


Rosert M. Jones. 


72 Gibbon v. Ogden, 22 U. S. 1, 6 L. ed. 23 (1824); Louisville etc. R. R. 
v. Mottley, 219 U. S. 467, 31 Sup. Ct. 265, 55 L. ed. 297 (1911). 

73 Waterman Steamship Agency v. Arnold Bernstein, supra -. 3 citing 

. - BD. 


McCormick Steamship Co. v. United States, 16 F. Supp. 45 (D. 
Cal. 1936). 
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PRIVILEGES AND IMMUNITIES OF CITIZENS OF THE UNITED STATES 
—COLGATE v. HARVEY OVERRULED 


Among the limitations which the Constitution of the United 
States imposes upon the individual states, the most important unques- 
tionably are those contained in the first section’ of the Fourteenth 
Amendment which prohibits a state from abridging the privileges or 
immunities of citizens of the United States,? from depriving any per- 
son of life, liberty, or property without due process of law, and from 
denying to any person within its jurisdiction the equal protection 
of the laws. 

There appears to be little doubt that by “privileges or immunities 
of citizens of the United States” the framers of the Fourteenth 
Amendment had in mind the whole body of ordinary civil rights,® 
and particularly those rights enumerated in the first eight amend- 
ments to the FEDERAL CONSTITUTION.* Nevertheless, principally as 


1Unitep States Constitution, Amend. XIV, §1 provides: “All persons 
born or naturalized in the United States, and subject to the jurisdiction thereof, 
are citizens of the United States and of the state wherein they reside. No 
state shall make or enforce any law which shall abridge the privileges or 
immunities of citizens of the United States; nor shall any state deprive any 
person of life, liberty, or property, without due process of law; nor deny 
to any person within its jurisdiction the equal protection of the laws.’ 

* This provision should be distinguished from the interstate privileges and 
immunities clause in Article IV, section 2, of the FEDERAL CONSTITUTION 
which reads: “The Citizens of each state shall be entitled to all Privileges 
and Immunities of Citizens in the several states.” The latter clause, in effect, 
prevents a state from denying to citizens of other states those privileges and 
immunities which it has conferred upon its own citizens. Paul v. Virginia, 
8 Wall. 168, 180, 19 L. ed. 357 (U. S. 1868); and conversely, from imposing 
upon citizens of other states burdens not imposed upon citizens of its own 
state. Blake v. McClung, 172 U. S. 239, 19 Sup. Ct. 165, 43 L. ed. 432 (1898). 
This provision, a affords to a citizen of a state no protection against 
action by his own stat 

3In Corfield v. Coryell, Fed. Cas. No. 3,230 (C. C. E. D. Pa. 1823), decided 
more than forty years prior to the adoption of the Fourteenth Amendment, 
“privileges and immunities of citizens in the several states” (see supra note 2) 
had been defined as “privileges and immunities which are, in their nature, fun- 
damental; which belong, of right, to the citizens of all free governments.” The 
Court designated as some of these “fundamental rights” protection by the gov- 
ernment; the enjoyment of life and liberty, with the right to acquire and 
possess property of every kind, and to pursue and obtain happiness and safety, 
subject to the rights of the general public; the writ of habeas corpus; the right 
to take, hold and dispose of property, real or personal; and the elective fran- 
chise. The framers of the Fourteenth Amendment, cognizant of the opinion in 
Corfield vy. Coryell, considered the fundamental rights of life, liberty and prop- 
erty enumerated by the court to be among the privileges and immunities of 
national citizenship. See Graham, The “Conspiracy Theory” of the Fourteenth 
Amendment (1938) 47 Yate L. J. 371 at 387, 400. See also the dissenting opin- 
ion of Mr. Justice Fields in the Slaughter-House Cases, 16 Wall. 36 at 96, 
21 L. ed. 394 (U. S. 1873). 

4 See Borchard, The Supreme Court and Private Rights (1938) 47 Yate L. J. 
1051 at 1063; Boudin, Truth and Fiction About the Fourteenth Amendment 
(1938) 16 N.Y.U.L. Q. Rev. 19 at 71. In Barron v. Baltimore, 7 Pet. 243, 
8 L. ed. 672 (U. S. 1833), it was held that the Bill of Rights limits only the 
powers of the Federal government. 
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a result of the decision of the Supreme Court in the Slaughter- 
House Cases,* the first to involve the interpretation of the Four- 
teenth Amendment, the privileges and immunities clause of the 
Fourteenth Amendment historically has proven to be almost com- 
pletely ineffective® in comparison with the due process’? and equal 
protective clauses* in securing individual rights against state in- 
fringement. 

Since the adoption of the Fourteenth Amendment in 1868, there 
have come before the Supreme Court of the United States more 
than fifty cases* in which state statutes were attacked as violative of 
the privileges and immunities clause. On only one occasion, in the 
case of Colgate v. Harvey,’® decided in 1935, has a majority" of 


5 Supra note 3. In this case a state statute granting a monopoly of the slaugh- 
ter-house business to a single company was attacked as violative of the Four- 
teenth Amendment. In a five to four decision, the Court held, inter alia, that 
the statute did not abridge any rights peculiar to national citizenship. The 
Court recognized that there are privileges and immunities dependent upon 
national citizenship as distinguished from state citizenship. Only those in the 
former category are protected from abridgment by the states under the Four- 
teenth Amendment. In a vigorous dissenting opinion, Mr. Justice Fields, relying 
on Corfield v. Coryell, supra note 3, declared that the privileges and immunities 
designated in the Fourteenth Amendment are those which of right belong to the 
citizens of all free governments. 

The Slaughter-House Cases established that the privileges and immunities 
clause created no new rights of national citizenship but merely furnished an 
additional guaranty of rights which citizens of the United States had prior to 
the adoption of the Fourteenth Amendment. 

6 See Warren, The New “Liberty” under the Fourteenth Amendment (1926) 
39 Harv. L. Rev. 417 at 436 ff. 


7 See Borchard, supra note 4; Warren, supra note 6. 

8 It is interesting to note that in the Slaughter-House Cases scant considera- 
tion was given in the majority opinion of the Court to the due process and equal 
protection clauses. 

® These cases are listed in note 2 of Mr. Justice Stone’s dissenting opinion in 
Colgate v. Harvey, 296 U. S. 404, 445, 56 Sup. Ct. 252, 80 L. ed. 299 (1935) and 
in note 1 of his opinion in Hague v. C. I. O., 307 U. S. 496, 520, 59 Sup. Ct. 
954, 83 L. ed. 1423 (1939). 

10 Supra note 9. 


11In Hague v. C. I. O., supra note 9, the decision of the majority of the Court 
on a jurisdictional question was based, in part, on the opinion of two justices 
that a privilege of federal citizenship had been abridged by a city ordinance 
requiring permits for public parades or meetings. Jurisdiction was found to 
exist under R. S. 1979, 8 U. S. C. §43 (1934) and §24 (14) of the Judicial 
Code [R. S. 563 (12), 28 U. S. C. §41 (14) (1934)] which provide for suits 
to redress the deprivation “of any right, privilege or immunity, secured by the 
ConsTITUTION of the United States, or of any right secured by any law of the 
United States providing for equal rights of citizens of the United States . . .” 
Cf. infra note 57. Three opinions were rendered by the majority of the Court. 
Two justices held that the right peaceably to assemble and to discuss Federal 
legislation such as the National Labor Relations Act, and to communicate 
respecting it, whether orally or in writing, is a privilege of Federal citizenship 
which the Fourteenth Amendment protects, for the abridgment of which R. S. 
1979 and Section 24 (14) of the Judicial Code afford redress in a Federal court. 
Two justices disagreed with this reasoning, holding that the suit in question 
could be maintained as a suit for the protection of rights and privileges guaran- 
teed by the due process clause. It is not clear from the opinion of the Chief 
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the Supreme Court conceded that a state act abridged privileges or 
immunities of citizens of the United States specifically protected 
by the Fourteenth Amendment. In view of this record, it is under- 
standable why, prior to 1935, the privileges and immunities clause 
generally was regarded as a dead letter, and it is not surprising that 
the unexpected resurrection of the clause by the Court in the Colgate 
case should have evoked such widespread comment.’? The decision 
in the Colgate case, however, was destined to have only a short-lived 
existence as a precedent, since in the recent case of Madden v. Ken- 
tucky**® it has been expressly overruled. 

The question presented in Colgate v. Harvey was as to the validity 
of a Vermont statute** which imposed a 4% tax on incomes from 
interest-bearing securities, allowing as a deduction from such income, 
inter alia, interest on money loaned within the State at an annual 
rate of interest not exceeding 5%. Colgate, a resident of Vermont, 
protested the imposition of the tax on interest received by him on 
loans made outside the State, on the ground that the statute violated 
the Fourteenth Amendment of the FEDERAL CONSTITUTION. This 
contention was rejected by the State Supreme Court.’* On appeal, 
the United States Supreme Court held, three justices dissenting, 
that the provisions of the statute exempting from taxable income 
interest received on money loaned within the State were invalid under 
the Fourteenth Amendment since, in addition to denying to Colgate 
the equal protection of the laws,’® they abridged his privileges and 
immunities as a citizen of the United States. The Court declared 
that “the right of a citizen of the United States to engage in business, 


Justice with which view he concurred. For a a yr of Hague v. C. I. O., 
see in respect of the lower court’s decision (1939) 7 Geo. Was. L. Rev. 1026 
and in respect of the Supreme Court’s decision note (1939) 38 Micu. L. Rev. 
57; (1939) 39 Con. L. Rev. 1237; (1939) 13 So. Cauir. L. Rev. 127. 

12 See particularly Howard, The Privileges and Immunities of Federal Citi- 
zenship and Colgate v. Harvey (1939) 87 U. of Pa. L. Rev. 269; note (1936) 
49 Harv. L. Rev. 955; note (1936) 45 Yate L. J. 926; (1936) 36 Cor. L. 
Rev. 669; (1936) 5 ForpHam L. Rev. 352; (1936) 30 Int. L. Rev. 953; (1936) 
34 Micu. L. Rev. go (1936) 84 U. or Pa. L. Rev. 655; (1936) 2 U. oF 
PittssBurGH L. Rev. 20; 

1360 Sup. Ct. 406, a L. ed. (adv. op.) 406 (U. S. 1940). 

14 Vermont Pusiic Laws (1933) § 873. 

15107 Vt. 28, 175 Atl. 352 (1934). 

16Tt is well established that the Fourteenth Amendment does not require 
absolute equality in taxation. Bell’s Gap R. Co. v. Pennsylvania, 134 U. S. 232, 
237, 10 Sup. Ct. 533, 33 L. ed. 892 (1890). But a classification for tax purposes 
must bear a reasonable and substantial relation to the purpose of the act. 
Royster Guano Co. v. Virginia, 253 U. S. 412, 416, 40 Sup. Ct. 560, 64 L. ed. 
989 (1920) ; Louisville Gas Co. v. Coleman, 277 U. S. 32, 37, 48 Sup. Ct. 423, 
72 L. ed. 770 (1928). In the instant case the majority of the Court were of the 
opinion that the classification established by the Act was arbitrary and unrea- 
sonable since it had no fair relation to the object of the statute. For a discus- 
sion of this phase of the decision, see note (1936) 45 Yare L. J. 926; (1936) 
13 N. Y. U. L. Q. Rev. 496; (1936) 5 ForpHam L. Rev. 352. 
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to transact any lawful business, or to make a lawful loan of money 
in any state other than that in which the citizen resides” is a privilege 
of a citizen of the United States within the protection of the Four- 
teenth Amendment. 

In Madden v. Kentucky the issue presented was whether a Ken- 
tucky statute’? imposing an ad valorem tax on the bank deposits of 
its citizens at the rate of 49% for deposits within the State and 
at the rate of 4%% for deposits outside the State was constitutional. 
Suit had been brought against the executor of the estate of Madden, 
who had died a citizen and resident of Kentucky, to collect a tax 
of 4%4% on deposits in New York banks which Madden had failed 
to report for tax purposes during his lifetime. The validity of the 
statute was contested but it was sustained by the Kentucky Court 
of Appeals** against the contention of the executor, relying on the 
decision in Colgate v. Harvey, that the statute was repugnant to 
the due process, equal protection, and privileges and immunities 
clauses of the Fourteenth Amendment. On appeal, the Supreme 
Court affirmed the judgment below, two justices dissenting,’® hold- 
ing that the statutory classification of bank deposits for tax purposes 
was valid under the due process and equal protection clauses*° and 
repudiating the claim that it abridged the privilege of decedent as a 
citizen of the United States of carrying on business outside his state. 
The Court declared that “the right to carry out an incident to a trade, 
business or calling such as the deposit of money in banks” is not 
a privilege of national citizenship. 

The decision in the Madden case is in no way revolutionary. On 
the contrary, it attains significance from the fact that it nipped in 
the bud a revolutionary development in judicial interpretation. In 
overruling the first case in which the privileges and immunities 
clause was successfully invoked, it demonstrates forcefully the un- 
willingness of the Supreme Court to enlarge the category of privi- 
leges and immunities attributable to Federal citizenship as it has 


17 Kentucky Statutes (Carroll, 1930), §§ 4019, 4019a-1, 4019a-10. 

18 277 Ky. 343, 126 S. W. (2d) 463 (1939). 

19 In an opinion of three sentences, the dissenting justices declare that the 
views expressed by the Court in the Colgate case should have been followed 
in the instant case. 

20 See supra note 16. The Court in the instant case agrees with the finding 
of the court below that the classification of the two kinds of bank deposits “is 
reasonably founded in the purposes and policy of taxation.” Watson v. State 
Comptroller, 254 U. S. 122, 124, 41 Sup. Ct. 43, 65 L. ed. 170 (1920). The 
instani case is, therefore, distinguishable from Colgate v. Harvey in this respect. 
In the lower court’s decision the novel argument is advanced that the discrimi- 
nation resulting from applying a higher rate of taxation to foreign bank de- 
posits as compared with deposits in domestic banks did not violate the Fourteenth 
Amendment since the resident himself selects the classification applicable to 
his - we 
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previously been so narrowly defined.*! Prior to the Colgate case 
the Court had consistently restricted the privileges and immunities 
of citizens of the United States protected by the Fourteenth Amend- 
ment to those “which owe their existence to the Federal government, 
its national character, its CONSTITUTION, or its laws” and had repeat- 
edly refused appeals to relax this limitation. 

In view of this narrow construction of the clause, even those 
fundamental rights secured against Federal infringement by the Fed- 
eral Bill of Rights have uniformly been held by the Court not to 
be among the privileges and immunities of citizens of the United 
States protected by the Fourteenth Amendment from state action.*? 
The Court has likewise refused to recognize as privileges and im- 
munities of national citizenship secured by the Fourteenth Amend- 
ment the right to sell or possess intoxicating liquors,?* to vote in 
a state,** to practice law in state courts,** to operate a business free 


21 “Privileges and immunities of citizens of the United States are only such 
as arise out of the nature and essential character of the national government, 
or are specifically granted or secured to all citizens or persons by the Consti- 
TUTION of the United States.” Twining v. New Jersey, 211 U. S. 78, 97, 29 Sup. 
Ct. 14, 53 L. ed. 97 (1908). See also Slaughter-House Cases, supra note 3 at 
79; In re Kemmler, 136 U. S. 436, 448, 10 Sup. Ct. 930, 34 L. ed. 519 (1890) ; 
Maxwell v. Bugbee, 250 U. S. 525, 538, 40 Sup. Ct. 2, 63 L. ed. 1124 (1919) : 
Hamilton v. Regents, 293 U. S. 245, 261, 55 Sup. Ct. 197, 79 L. ed. 343 (1934). 

22 Walker v. Sauvinet, 92 U. S. 90, 23 L. ed. 678 (1875) (right to jury trial 
in civil cases) ; Hutardo v. California, 110 U. S. 516, 4 Sup. Ct. 111, 28 L. ed. 
232 (1884) (right to indictment of grand jury in prosecutions for capital 
crimes) (decision under due process) ; Presser v. Illinois, 116 U. S. 252, 6 Sup. 
Ct. 580, 29 L. ed. 615 (1886) (right to bear arms); Jn re Kemmler, supra 
note 21 (right to protection against cruel and unusual punishment) ; McElvaine 
v. Brush, 142 U. S. 155, 12 Sup. Ct. 156, 35 L. ed. 971 (1891) semble; O’Neal 
v. Vermont, 144 U. S. 323, 12 Sup. Ct. 693, 36 L. ed. 450 (1892) semble; 
Maxwell v. Dow, 176 U. S. 581, 20 Sup. Ct. 448, 44 L. ed 597 (1900) (right to 
trial by jury of 12 in criminal prosecutions); West v. Louisiana, 194 U. S. 
258, 24 Sup. Ct. 650, 48 L. ed. 965 (1904) (right in criminal trial to be con- 
fronted by witnesses) (decision under due process); Twining v. New Jersey, 
supra note 21 (right to protection against self-incrimination). But cf. United 
States v. Cruikshank, 92 U. S. 542, 23 L. ed. 588 (1875), holding that the right 
of citizens of the United States to petition the government for redress of griev- 
ances are inherent rights of national citizenship while being also guaranteed by 
the First Amendment to the FeperaAL CoNnsTITUuTION. However, this case did 
not arise under the Fourteenth a but under a Federal statute similar 
to that referred to infra in note 44 

23 Bartmeyer v. Iowa, 18 Wall. 129, 21 L. ed. 929 (U. S. 1874); Mugler v. 
Kansas, 123 U. S. 623, 8 Sup. Ct. 273, 31 L. ed. 205 (1887) ; Crowley v. Christ- 
ensen, 137 U. S. 86, 11 Sup. Ct. 13, 34 L. ed. 620 (1890) : Giozza v. Tiernan, 
148 U. S. 657, 13 Sup. Ct. 721, 37 L. ed. 599 (1893); Crane v. Campbell, 245 
U. S. 304, 38 Sup. Ct. 98, 62 L. ed. 304 (1917); cf. Cox v. Texas, 202 U. S. 
446, 26 Sup. Ct. 671, 50 L. ed. 1099 (1906). Contra: State v. Gilman, 33 
W. Va. 146, 10 S. E. 283 (1889). 

24 Minor v. Happersett, 21 Wall. 162, 22 L. ed. 627 (U. S. 1874) ; McPherson 
v. Blacker, 146 U. S. 1, 13 Sup. Ct. 3, 36 L. ed. 869 (1892); Pope v. Williams, 
193 U. S. 621, 24 Sup. Ct. 573, 48 L. ed. 817 (1904); Breedlove v. Suttles, 302 
U. S. 277, 58 Sup. Ct. 205, 82 L. ed. 252 (1937). But cf. Nixon v. Herndon, 
273 U. S. 536, 47 Sup. Ct. 446, 71 L. ed. 759 (1927). 

25 Bradwell v. State, 16 Wall. 130, 21 L. ed. 442 (U. S. 1873); In re Lock- 
wood, 154 U. S. 116, 14 Sup. Ct. 1082, 38 L. ed. 929 (1894). 
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from state regulation,”* to have dower,” to be a member of a secret, 
oath-bound association,** to employ aliens on public works,”* to 
use a representation of the American flag on merchandise for ad- 
vertising purposes,*® to pursue a common business or calling such 
as the operation of an independent slaughter-house,* to attend a 
state university without renouncing fraternal affiliations,** to attend 
a land-grant college without studying military science,** to be re- 
leased from detention by state authorities after having been forcibly 
and unlawfully abducted from another state and indicted for a 
criminal offense,** to carry dangerous weapons in violation of state 
law,** to graze sheep on Federal public lands,®** to be protected, be- 
cause of a statute providing for trials by jury, against a decision 
sustaining a demurrer to evidence and entry of a decree in a suit 
tried by the court,** to have one’s case adjudicated on appeal by a 
court of five judges, as provided by the state constitution at the 
time of the offense, rather than by a court of three judges, as pro- 
vided by a subsequent amendment,** or to have a controversy deter- 
mined by one form of action rather than by another.*® 

The privileges and immunities clause of the Fourteenth Amend- 
ment again does not afford protection against laws taxing the privi- 
lege of succeeding to property within a state by will or inheritance 


from non-resident decedents ;*° subjecting to taxation resident-owned 
bonds executed by non-residents and secured by real estate located 


26 Holden v. Hardy, 169 U. S. 366, 18 Sup. Ct. 383, 42 L. ed. 780 (1898) ; 
Wilmington Star Mining Co. v. Fulton, 205 U. S. 60, 27 Sup. Ct. 412, 51 L. ed. 
708 (1907); Western Union Telegraph Co. v. Commercial Milling Co., 218 
U. S. 406, 31 Sup. Ct. 59, 54 L. ed. 1088 (1910); Rosenthal v. New York, 

26 U. S. 260, 33 Sup. Ct. 27, 57 L. ed. 212 (1912); eo Life Ins. Co. 
v. Cheek, 259 U. S. 530, 42 Sup. Ct. 516, 66 L. ed. 1044 (1922). 

27 Ferry v. Spokane, P. & S. Ry. Co., 258 U. S. 314, 42 Sup. Ct. 318, 66 L. ed. 
635 (1922). 

28 New York a rel. Bryant v. Zimmerman, 278 U. S. 63, 49 Sup. Ct. 61, 73 
L. ed. 184 (1928 

29 Heim v. MeCall, 239 U. S. 175, 36 Sup. Ct. 78, 60 L. ed. 206 (1915); 
Crane v. New York, 239 U. S. 195, 36 Sup. Ct. 85, 60 L. ed. 218 (1915). 

30 Halter v. Nebraska, 205 U. S. 34, 27 Sup. Ct. 419, 51 L. ed. 696 (1907). 
Contra: Ruhstrat v. People, 185 Ill. 133, 57 N. E. 41 (1900). 

31 Slaughter-House Cases, supra note 3. 

32 Waugh v. Mississippi University, 237 U. S. 589, 35 Sup. Ct. 720, 59 L. ed. 
1131 (1915). 

33 Hamilton v. Regents, supra note 21. 

34 Mahon v. Justice, 127 U. S. 700, 8 Sup. Ct. 1204, 32 L. ed. 283 (1888). 

35 Miller v. Texas, 153 U. S. 535, 14 Sup. Ct. 874, 38 L. ed. 812 (1894). 
me v. Idaho, 246 U. S. 343, 38 Sup. Ct. 323, 62 L. ed. 763 

37 Porter v. Wilson, 239 U. S. 170, 36 Sup. Ct. 91, 60 L. ed. 204 (1915). 

38 Duncan v. Missouri, 152 U. S. 377, 14 Sup. Ct. 570, 38 L. ed. 485 (1894). 

39 Towa Central Ry. Co. v. Iowa, 160 U. S. 389, 16 Sup. Ct. 344, 40 L. ed. 
467 (1896). 

40 Maxwell v. Bugbee, supra note 21. 
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outside the state;*t providing for separate railroad coaches for 
white and colored passengers;** permitting a state to appeal in 
criminal cases for errors of law;** imposing a transfer tax which 
is construed as subjecting to taxation remainders created by will 
before the precedent estate terminates and remainder vests in pos- 
session ;** imposing a license tax upon the business of hiring persons 
to work outside the state;** exempting from state inheritance tax 
religious and educational institutions within the state but not those 
of other states ;** imposing a license tax on manufacturers ;*’ invest- 
ing a board of education with discretion to maintain a high school 
for white children without providing a similar school for colored 
children ;** requiring non-resident defendants, sued by foreign at- 
tachment, to give security as a condition of the right to appear and 
defend ;** providing for personal service on residents and construc- 
tive notice on non-residents for enforcement of liens for taxes on 
real estate;°° allowing recovery by an injured railroad employee 
despite contributory negligence where his negligence is slight and 
that of the company is gross;*! providing for heavier penalties on 
persons convicted of crime if previously convicted ;** or forbidding 
the sale in the open market within the state of prison-made goods 
from other states where the statute prohibits similar sales of goods 
made in prisons within the state.** 

In addition to the foregoing cases in which claims of presumed 
privileges and immunities attributable to Federal citizenship have 
been rejected by the Supreme Court, there have been several hundred 
decisions rendered by state courts in which, with few exceptions,®* 


41 Kirtland v. Hotchkiss, 100 U. S. 491, 25 L. ed. 558 (1879). 
42 Plessy v. Ferguson, 163 U. S. 537, 16 Sup. Ct. 1138, 41 L. ed. 256 (1896). 
43 Palko v. Connecticut, 302 U. S. 319, 58 Sup. Ct. 149, 82 L. ed. 288 (1937). 
44 Orr v. Gilman, 183 U. S. 278, 22 Sup. Ct. 213, 46 L. ed. 196 (1902); 
cf. Blackstone v. Miller, 188 U. S. 189, 23 Sup. Ct. 277, 47 L. ed. 439 (1903). 
45 Williams v. Fears, 179 U. S. 270, 20 Sup. Ct. 931, 44 L. ed. 1065 (1900). 
46 Board of Education v. Illinois, 203 U. S. 553, 27 Sup. Ct. 171, 51 L. ed. 
314 (1906). 
47 Armour Co. v. Virginia, 246 U. S. 1, 38 Sup. Ct. 267, 62 L. ed. 547 (1918). 
48 Cumming v. Board of Education, 175 U. S. 528, 20 Sup. Ct. 197, 44 L. ed. 
262 (1899). 
49 Ownbey v. Morgan, 256 U. S. 94, 41 Sup. Ct. 433, 65 L. ed. 837 (1921). 
50 Ballard v. Hunter, 204 U. S. 241, 27 Sup. Ct. 261, 51 L. ed. 461 (1907). 
51 Missouri Pac. Ry. Co. v. Castle, 224 U. S. 541, 32 Sup. Ct. 606, 56 L. ed. 
875 (1912). 
ane v. West Virginia, 224 U. S. 616, 32 Sup. Ct. 583, 56 Sup. Ct. 917 
58 Whitfield v. Ohio, 297 U. S. 431, 56 Sup. Ct. 532, 80 L. ed. 778 (1936). 
54 State statutes were held to abridge privileges and immunities of citizens of 
the United States in State v. Gilman, supra note 23 (statute forbidding a person 
to “keep in his possession for another, spirituous liquors”) and in Ruhstrat v. 
People, a note 30 (statute forbidding use of the national flag for advertising 
purposes). 
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similar claims have been repudiated. A possible explanation for the 
almost unbroken line of decisions in which state statutes have been 
held valid under the privileges and immunities clause may be that 
the cases involved were ones in which the litigants, unable to point 
to any other constitutional provision to further their cause, have in 
desperation invoked the privileges and immunities clause as a last 
resort.*® 

What are some of the privileges and immunities peculiar to Federal 
citizenship? While the Supreme Court has consistently declined*® 
to enumerate completely the privileges and immunities of citizens of 
the United States which the Fourteenth Amendment protects against 
state abridgment, it has recognized certain privileges and immunities 
as inherent in national citizenship. In cases involving prosecutions 
for violation of Federal statutes’ prohibiting the infringement by 
individuals of rights and privileges of citizens of the United States, 
the Court has designated among the privileges of national citizen- 
ship** the right to vote for members of Congress,*® the right to have 
one’s vote counted in Congressional elections,®® the right peaceably 
to assemble and petition Congress,®*' the right to protection from 


55 Typical of the cases in which an apparently ridiculous attempt was made 
to invoke the privileges and immunities clause is Connell v. State, 153 Ga. 151, 
111 S. E. 545 (1922), holding that a statute prohibiting sexual intercourse with 
any female child under 14 and providing punishment therefor does not abridge 
privileges and immunities of citizens of the United States in violation of the 
Fourteenth Amendment. For other examples see McGovney, Privileges or 
Immunities Clause-Fourteenth Amendment (1918) 4 Iowa L. Butt. 219 at 224. 

56 “We may hold ourselves excused from defining the privileges and immuni- 
ties of citizens of the United States which no state can abridge, until some case 
involving these privileges make it necessary to do so.” Slaughter-House Cases, 
supra note 3 at 78. Notwithstanding, in the case cited the Court did suggest 
as some privileges and immunities “which owe their existence to the National 
Government, its National character, its CONSTITUTION or its laws” the right of 
access to the seat of Government, and to the seaports, subtreasuries, land offices, 
and courts of justice in the several States; the right to demand the protection 
of the Federal government on the high seas or abroad; the right peaceably to 
assemble and petition for the redress of grievances; the privilege of the writ 
of habeas corpus; the right to the use of the navigable waters of the United 
States; rights secured by treaty; the privilege of becoming a citizen of any 
state by bona fide residence therein; and rights secured by the Thirteenth, 
Fourteenth and Fifteenth Amendments to the ConstTITUTION. 

57 35 Stat. 1092 (1909), 18 U. S. C. §51 (1934) provides: “If two or more 
persons conspire to injure, oppress, threaten, or intimidate any citizen in the 
free exercise or enjoyment of any right or privilege secured to him by the 
Constitution or laws of the United States. . . .” Similar ee. is found 
aa 1979, 8 U. S. C. $43 (1934) and in R. S. 1980, 8 U. C. § 47(3) 

58 While such rights are designated privileges and immunities of citizens of 
the United States, the power to protect them from being infringed by indi- 
viduals does not, of course, come from the Fourteenth Amendment, which, by 
its express provisions, applies only to action by the states. 

59 Ex parte Yarbrough, 110 U. S. 651, 4 Sup. Ct. 152, 28 L. ed. 274 (1884). 
ans States v. Mosely, 238 U. ‘ 383, 35 Sup. Ct. 904, 59 L. ed. 1355 

61 United States v. Cruikshank, supra note 22. 
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violence while in the custody of a United States marshal,®* the privi- 
lege of informing the government of violation of its laws,®* and the 
right to establish claims to land under Homestead Acts.** In other 
cases the Court has acknowledged as privileges and immunities of 
citizens of the United States the right of access to the seat of gov- 
ernment and to its sea-ports,®* the privilege of resorting to the 
Federal courts,® the privilege of expatriation,®’ the right to enter 
the country and, if questioned, to prove citizenship, and the pro- 
tection of the government in foreign countries and on the high seas.* 

The reason for the reluctance of the Supreme Court to extend the 
scope of the privileges and immunities clause to include within it 
the protection of ordinary civil rights is to be found in the Slaughter- 
House Cases,° where it was pointed out that such a construction 
would revolutionize our constitutional system in so far as the rela- 
tionship of the citizen to his state and to the Federal government 
is concerned, by transferring to the latter the protection of those 
fundamental rights of person and property for whose security the 
citizen has always looked to his state. In addition, such an inter- 
pretation, by multiplying the restraints on state action already present 
in other provisions of the FEDERAL CONSTITUTION, would enlarge 
judicial control over the states to such a degree as seriously to 
threaten the power of the states to manage their own affairs. 

The latter argument, of course, has lost much of its substance in 
view of the extension of judicial power through the Court’s broad- 


62 Logan v. United States, 144 U. S. 263, 12 Sup. Ct. 617, 36 L. ed. 429 
(1892); cf. United States v. Powell, 151 Fed. 648 (C. C. N. D. Ala. 1907), 
aff'd 212 U. S. 564, 29 Sup. Ct. 690, 53 L. ed. 653 (1909) (prisoner taken from 
custody of state officials). 

63 Jn re Quarles, 158 U. S. 532, 15 Sup. Ct. 959, 39 L. ed. 1080 (1895); 
Motes v. United States, 178 U. S. 458, 20 Sup. Ct. 993, 44 L. ed. 1150 (1900). 

64 United States v. Waddell, 112 U. S. 76, 5 Sup. Ct. 35, 28 L. ed. 673 (1884) ; 
Nixon v. United States, 289 Fed. 177 (C. C. A. 9th, 1923), cert. den., 263 U. S. 
703, 44 Sup. Ct. 33, 68 L. ed. 515 (1923). 

65 Crandall v. Nevada, 6 Wall. 35, 18 L. ed. 745 (U. S. 1868). This case is 
generally cited as holding that “the right to pass freely from state to state” is 
among the rights and privileges of national citizenship. But see United States 
v. Wheeler, 254 U. S. 281, 299, 41 Sup. Ct. 33, 65 L. ed. 270 (1920); Helson 
and Randolph v. Kentucky, 279 U. S. 245, 251, 49 Sup. Ct. 279, 73 L. ed. 683 
(1929). Cf. Williams v. Fears, supra note 45 at 274. 
wa v. Burke Const. Co., 257 U. S. 529, 42 Sup. Ct. 188, 66 L. ed. 352 

.. 

67 Talbot v. Jansen, 3 Dall. 133, 1 L. ed. 540 (U. S. 1795). 

——" Yow v. United States, 208 U. S. 8, 28 Sup. Ct. 201, 52 L. ed. 369 
( ?. 

68 The Charming Betsy, 2 Cranch 64, 2 L. ed. 208 (U. S. 1804). 

70 The amendment did not have the effect substantially to change “the whole 
theory of the relations of the state and Federal governments to each other and 
’ _—_ these governments to the people.” Slaughter-House Cases, supra note 

at 4 
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ened interpretation of the due process,"' equal protection, and other 
clauses in the Constitution. Many of the “fundamental” rights 
which were denied protection against state abridgement under the 
privileges and immunities clause have successfully been made secure 
under the due process clause.** In fact, more extensive protection is 
afforded by the latter clause since under it rights of “life, liberty, 
and property” are guaranteed to all persons regardless of citizen- 
ship.** 

That the courts have resorted to the due process clause rather than 
to the privileges and immunities clause for the protection of indi- 
vidual rights appears a most desirable development. The principal 
danger in the theory that the privileges and immunities clause im- 
poses limitations on state action separate and distinct from other 
clauses of the ConsTiTUTION ** lies in the fact that the former clause 
does not comprehend the doctrine of “reasonableness” developed by 
the Supreme Court in respect of other constitutional provisions. To 
deny to the states the power reasonably to affect the privileges and 
immunities of citizens of the United States by legislation enacted 
for the public interest would undoubtedly occasion unfortunate con- 
sequences. 


In the light of past court decisions, it appears improbable that 


the emasculated privileges and immunities clause will ever experi- 
ence the vitality that its framers had anticipated for it. The clause, 
as presently construed*® by the Supreme Court, is for all practicable 
purposes superfluous. If privileges and immunities of citizens of 
the United States are only those derived from the ConsTITUTION and 


71 See Borchard, supra note 4; Warren, supra note 6; note (1936) 4 Geo. 
Wasn. L. Rev. 347; note (1938) 7 Brook.tyn L. Rev. 490. 

72 Gitlow v. New York, 268 U. S. 652, 45 Sup. Ct. 625, 69 L. ed. 1138 (1925) ; 
Whitney v. California, 274 U. S. 357, 47 Sup. Ct. 641, 71 L. ed. 1095 (1927) ; 
Fiske v. Kansas, 274 U. S. 380, 47 Sup. Ct. 655, 71 L. ed. 1108 (1927); Strom- 
berg v. California, 283 U. S. 359, 51 Sup. Ct. 532, 75 L. ed. 1117 (1931); Near 
v. Minnesota, 283 U. S. 697, 51 Sup. Ct. 625, 75 L. ed. 1357 (1931); Grosjean 
v. American Press Co., 297 U. S. 233, 56 Sup. Ct. 444, 80 L. ed. 660 (1936) ; 
De Jonge v. Oregon, 299 U. S. 353, 57 Sup. Ct. 255, 81 L. ed. 278 (1937); 
Herndon v. Lowry, 301 U. S. 242, 57 Sup. Ct. 732, 81 L. ed. 1066 (1937) ; Lovell 
v. Griffen, 303 U. S. 444, 58 Sup. Ct. 666, 82 L. ed. 949 (1938). 

73 Corporations are not citizens within the meaning of the privileges and 
immunities clause of the Fourteenth Amendment. Orient Ins. Co. v. Daggs, 
172 U. S. 557, 19 Sup. Ct. 281, 43 L. ed. 552 (1899); Western Turf Ass’n v. 
Greenberg, 204 U. S. 359, 27 Sup. Ct. 384, 51 L. ed. 520 (1907) ; Selover. Bates 
& Co. v. Walsh, 226 U. S. 112, 33 Sup. Ct. 69, 57 L. ed. 146 (1912); Liberty 
Warehouse Co. v. Burley Tobacco Growers Co-op. Marketing Ass’n, 276 
U. S. 71, 48 Sup. Ct. 291, 72 L. ed. 473 (1928). 

74 This view was taken by the majority of the Court in Colgate v. Harvey, 
citing Allgeyer v. Louisiana, 165 U. S. 578, 17 Sup. Ct. 427, 41 L. ed. 832 
(1897) (right of United States citizen in one state to contract in another), 

75 See supra note 21. 
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the legislative enactments under it, which are expressly’® declared 
to be the supreme law of the land, it is apparent that any state law 
infringing such rights must necessarily fail without recourse to the 
protection afforded by the privileges and immunities clause. Even 
before the adoption of the Fourteenth Amendment, no state could 
have abridged such rights."*7 Consequently, with Colgate v. Harvey 
overruled, it seems safe to predict that the privileges and immunities 
clause of the Fourteenth Amendment will once more lie dormant for 
many years before it is again successfully invoked. 


Harry Rosner. 


76 Unitep States Constitution, Art. VI, cl. 2 provides: “This Constitu- 
TION, and the Laws of the United States which shall be made in Pursuance 
thereof; and all Treaties made, or which shall be made, under the Authority of 
the United States, shall be the supreme Law of the Land; . . . any Thing in 
the ConsTITUTION or Laws of any State to the Contrary notwithstanding.” 

77 See Crandall v. Nevada, supra note 65. 





RECENT CASES 


CoNSTITUTIONAL Law—DveE Process—Potice Power—REGvu- 
LATION OF INSURANCE CONTRACTS AS A VALID EXERCISE OF THE 
PoticE Power.—The State of Virginia has a statute which forbids 
insurance companies legally authorized to do business in that State, 
except life, title and ocean marine insurance companies, to make 
contracts of insurance or surety on persons or property therein, ex- 
cept through regularly constituted and registered resident agents or 
agencies of such companies. No such contract shall be written, issued 
or delivered unless it is duly countersigned by one of the latter, and 
no State agent, special agent, company representative, salaried officer, 
manager or other salaried representative of any legally authorized 
insurance company, except a mutual insurance company, is permitted 
to do so. For writing or countersigning the contract of insurance 
or surety, the resident agent or agency must collect, at the time it is 
written, issued or delivered, or within a reasonable time thereafter, 
the full premium on such contract, receiving the usual and customary 
commissions allowed on such contracts, and may not share more than 
half of this commission with a non-resident licensed broker. He is 
not permitted to write a contract obtained by a non-resident broker 
not licensed by the State. Disobedience of these provisions may en- 
tail a fine or revocation of the corporate license in Virginia, or both. 

Thirty-four foreign or alien stock companies licensed to conduct 
casualty insurance or surety business in Virginia and some of their 
salaried employees brought a suit to enjoin state officers from enforc- 
ing the statute, claiming that it deprives them of rights protected by 
the Fourteenth Amendment of the Constitution as being an attempt 
on the part of the State of Virginia to exert power over transactions 
beyond her jurisdiction. Held, that the statute is a valid regulation 
of insurance transactions in the state regardless of its effect on the 
out-of-state transactions of foreign corporations, inasmuch as a state’s 
interest in the risks which these contracts are designed to prevent 
warrants the kind of control here imposed. Osborn v. Oslin, 301 
U. S. 53, 60 Sup. Ct. 758, 84 L. ed. (adv. op.), 705 (1940). 

The question as to whether contracts of insurance represent trans- 
actions in commerce, where the parties are domiciled in different 
states, has often come up, and it has been held that such contracts are 
not instrumentalities of commerce; they are local transactions gov- 
erned by the local law. Paul v. Virginia, 8 Wall. 168, 19 L. ed. 357 
(1869) ; Duct v. Chicago, 10 Wall. 410, 19 L. ed. 972 (1871) ; Liver- 
pool Insurance Co. v. Massachusetts, 10 Wall. 566, 19 L. ed. 1029 
(1871); Philadelphia Fire Association v. New York, 119 U. S. 110, 
7 Sup. Ct. 108, 30 L. ed. 342 (1886); Hooper v. California, 155 
U. S. 648, 15 Sup. Ct. 207, 39 L. ed. 297 (1895) ; Noble v. Mitchell, 
164 U. S. 367, 17 Sup. Ct. 110, 41 L. ed. 472 (1896); New York 
Life Insurance Co. v. Cravens, 178 U. S. 389, 20 Sup. Ct. 962, 44 
L. ed. 1116 (1900); Nutting v. Massachusetts, 183 U. S. 553, 22 
Sup. Ct. 238, 46 L. ed. 324 (1902); New York Life Insurance Co. 
v. Deer Lodge County, 231 U. S. 495, 34 Sup. Ct. 167, 58 L. ed. 332 

[117] 





118 THE GEORGE WASHINGTON LAW REVIEW 


(1913). Although it has been earnestly urged upon the Court that 
the many ramifications of the present-day insurance company and the 
extensive use of the mails justify a reversal of this holding, the Court 
has found itself unable to agree. New York Life Insurance Co. v. 
Deer Lodge County, supra. A state has the right to prohibit a citizen 
thereof from contracting within her jurisdiction with any foreign in- 
surance company which has not acquired the privilege of engaging 
in business therein, either in his own behalf or through an agent 
empowered to that end. Since an insurance broker is not only the 
agent of the insured, but also represents the insurance company, a 
state statute, making it a misdemeanor for a person to procure insur- 
ance for a resident from an insurance company not incorporated under 
its laws, and which has not been admitted to do business in the state, 
does not conflict with the Constirution. Hooper v. California, 
supra; Nutting v. Massachusetts, supra; Bothwell v. Buckbee, Mears 
Company, 275 U. S. 274, 48 Sup. Ct. 124, 72 L. ed. 277 (1927). 
But a citizen of a state has a right to contract outside of the state for 
insurance on his property, where such contract is also to be per- 
formed outside the state’s juridiction, a right of which state legislation 
cannot deprive him. Such policy, made by a foreign insurance com- 
pany not doing business within the state, and having no agent therein, 
is considered as made at the domicil of the company issuing it, and 
the company cannot be considered as doing an insurance business 
within the state. Allgeyer v. Louisiana, 165 U. S. 578, 17 Sup. Ct. 
427, 41 L. ed. 832 (1897). A state cannot, moreover, through its 
power to license a foreign insurance company to do business within 
its borders and to regulate such business, thereby extend the effect 
of its laws beyond them so as to destroy or impair the right of citizens 
of other states to make a contract not operative within its jurisdiction, 
and lawful where made. New York Life Insurance Company v. 
Head, 234 U. S. 149, 34 Sup. Ct. 879, 58 L. ed. 1259 (1914) ; Atna 
Life Insurance Company v. Dunken, 266 U. S. 389, 45 Sup. Ct. 129, 
69 L. ed. 342 (1924). Nor may the obligations of an insurance con- 
tract lawfully made in another jurisdiction be enlarged upon by a 
state to accord with its local statutory policy, merely because one of 
the parties is its own citizen and it is the forum in which an action on 
the contract is brought. Home Insurance Co. v. Dick, 281 U. S. 
397, 50 Sup. Ct. 338, 74 L. ed. 926 (1930). 

The question as to whether a foreign insurance company is doing 
business within the state may depend upon very little. Thus, it has 
been held that where there are insurance policies outstanding within 
the state and where the company has, and exercises, the right to send 
a representative into the state for the purpose of investigating, adjust- 
ing and settling losses under the policy, the company is doing business 
therein, at least to the extent that it will support service of process 
and give the court jurisdiction over the foreign company. Commer- 
cial Mutual Accident Co. v. Davis, 213 U. S. 245, 29 Sup. Ct. 445, 
53 L. ed. 782 (1909). 

The business of insurance is so far affected with a public interest as 
to make it amenable to much legislative regulation. This public 
interest can exist in a business such as insurance, distinct from a 
public use of property, and can be the basis of the power of the legis- 
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lature to regulate the personal contracts involved in such business 
for the general welfare. Where the question involved in the legis- 
lation enacted is not one of legislative power, but of judgment and 
policy, judicial review is excluded. German Alliance Insurance Co. 
v. Lewis, 233 U. S. 389, 34 Sup. Ct. 612, 58 L. ed. 1011 (1914). 
This right to regulate insurance companies has extended to provisions 
for unearned premium fund or reserve, the limitation of dividends, 
the publishing of accounts, valued policies, standards of policies, pre- 
scribing investments, requiring deposits in money or bonds, confining 
the business to corporations, preventing discrimination in rates, limi- 
tation of risks, the setting of a time limit in which an application for 
insurance must be declined in order to prevent it from becoming 
automatically effective, and other regulations equally restrictive. 
National Union Fire Insurance Co. v. Wanberg, 260 U. S. 71, 43 
Sup Ct. 32, 67 L. ed. 136 (1922). It necessarily must follow that, 
as insurance is affected with a public interest, those engaged in it or 
who bring about its consummation are affected with the same interest 
and subject to the same regulation that it is. It is the concern of the 
state to secure the insurance broker’s fidelity to both the insurer and 
the insured, and it is important that the business be in the hands of 
competent and trustworthy persons. For this reason, a provision that 
only resident brokers may be licensed is within the police power of 
the state, and is not a violation of the privileges and immunities 
clause of the Constitution. La Tourette v. McMaster, 248 U. S. 465, 
39 Sup. Ct. 160, 63 L. ed. 362 (1919). Likewise a statute making it 
unlawful for an insurance company to allow a commission to any 
person acting as its local agent respecting such insurance in excess of 
that allowed to any of its local agents on such risks in the state has 
been upheld. The agent’s compensation, being a percentage of the 
premium, bears a direct relation to the rate charged, and therefore 
such a provision is within the police power of requiring insurance 
rates to be reasonable and of protecting the financial stability of 
insurance companies from becoming impaired. O’Gorman & Young, 
Inc. v. Hartford Fire Insurance Co., 282 U. S. 251, 51 Sup. Ct. 130, 
75 L. ed. 324 (1931). But a statute making it unlawful for an 
insurance company to pay any fee, brokerage or other emolument of 
any nature to any person, firm or corporation not a resident of the 
state for the obtaining, placing or writing of any policy of insurance 
covering risks in the state is unconstitutional, as going beyond any 
legitimate interest of the state. Fidelity & Deposit Co. v. Tafoya, 
270 U. S. 426, 46 Sup. Ct. 331, 70 L. ed. 664 (1926). 

It appears that Justice Frankfurter was truly correct when he 
stated, in his opinion in the principal case, that in the light of all 
these exertions of state power it does not seem possible to doubt that 
the state could, if it chose, go into the insurance business itself. 


H. M. 


PaTENT LaAw—Computsory LICENSES IN CANADA.—Patentee did 
not manufacture patented articles in Canada but merely used the 
patent to curb competition by Canadian industry. Petitioner re- 
quested an exclusive compulsory license. Held, the petition granted. 
Donnacona Paper Co., Ltd. v. Celotex Corp. Comm'rs, aff'd in Celo- 
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tex Corp. v. Donnacona Paper Co., Ltd. (1939) 1 D. L. R. 619 
(Exchequer Court of Canada). 

In two later cases, patentee-respondent manufactured none of the 
patented articles in Canada but sold there those made in the United 
States. Petitioner requested an exclusive compulsory license to 
manufacture only parts of the patented device. Evidence showed 
that he could manufacture one of the parts only if the patentee sup- 
plied models. Canadian industry itself opposed the grant of the 
license. Held, the petition refused on the ground that there was no 
abuse of the patent rights and that the license would be detrimental 
to Canadian industry. Providence Machinery Co., Ltd. v. Scott & 
Williams, Inc. (1939) 4 D. L. R. 41 (Commissioner of Patents) ; 
id. (1939) 4 D. L. R. 48 (Commissioner of Patents). 

The foregoing cases appear to be the first decisions interpreting 
sections 65 and 66 of the Canadian Compulsory License Act of 1935. 
It is submitted that a proper and equitable result was reached in 
both cases. For a more complete discussion of the Act and com- 
pulsory licenses in general see note (1938) 6 Geo. Wasn. L. Rev. 
499. E. A. R. 


PATENTS—INTERFERENCE BETWEEN PATENT AND APPLICATION— 
PATENTEE’S RIGHT TO PRocEED UNperR R. S. 4915 as AFFECTED BY 
FILING OF REISSUE APPLICATION AFTER DECLARATION OF INTER- 
FERENCE.—An interference was set up between plaintiff’s patent and 
defendant’s application for a reissue. Subsequent to the declaration 
of the interference, plaintiff filed an application for reissue of the 
patent involved in the interference. Except for minor and formal 
changes, plaintiff’s reissue application was practically a restatement 
of the claims of the original patent. Plaintiff’s reissue application 
was not substituted for the original patent in the interference and 
action on the reissue application was suspended pending the outcome 
of the interference. In the interference between plaintiff's patent and 
defendant’s application, priority was awarded to defendant by the 
Examiner of Interferences, and this decision was affirmed by the 
Board of Appeals. Plaintiff brought suit under R. S. 4915, basing 
the action on the reissue application of the patent involved in the in- 
terference. Defendant moved to dismiss. Held, that the motion to 
dismiss should be granted, for a patentee whose patent is involved 
in an interference has no right to proceed against his adverse inter- 
ferant under R. S. 4915 on the basis of a reissue application filed after 
the declaration of the interference, the interference continuing on the 
patent. Western Union Telegraph Co. v. Western Electric Co., 44 
U. S. P. Q. 279 (S. D. N. Y. 1940). 

It is well settled that, under the terms of R. S. 4911 as amended by 
44 Stat. 1336 (1927) and 45 Stat. 1476 (1929), 35 U. S. C. § 59a 
(1934), and R. S. 4915 as amended by 27 Stat. 436 (1893), 44 Stat. 
1336 (1927) and 45 Stat. 1476 (1929), 35 U. S. C. §63 (1934), an 
applicant involved in an interference has the option of appealing to 
the United States Court of Customs and Patent Appeals or bringing 
a civil suit (formerly a bill in equity) against his adverse interferant. 
Bakelite Corp. v. National Aniline & Chemical Co., 83 F. (2d) 176 
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(C. C. A. 2d, 1936) ; Wettlaufer v. Robins, 92 F. (2d) 573 (C.C.A. 
2d, 1937), cert. den., 302 U. S. 766, 58 Sup. Ct. 477, 82 L. ed. 594 
(1938) ; Jensen v. Lorenz, 68 App. D. C. 39, 92 F. (2d) 992 (1937), 
cert. den., 302 U. S. 751, 58 Sup. Ct. 271, 82 L. ed. 581 (1937), 
reh’g den., 302 U. S. 780, 58 Sup. Ct. 366, 82 L. ed. 602 (1937) ; 
(1938) 6 Geo. Wasu. L. Rev. 229. However, a patentee who is un- 
successful before the Patent Office in an interference proceeding does 
not come within the terms of R. S. 4915 and cannot proceed volun- 
tarily under this statute. MacGregor v. Chesterfield, 31 F. (2d) 791 
(E. D. Mich. 1929); Heidbrink v. McKesson, 53 F. (2d) 321 
(C. C. A. 6th, 1931); Cover v. Schwartz, 30 F. Supp. 261 (S. D. 
N. Y. 1939); see Syracuse Washing Mach. Corp. v. Vieau, 72 F. 
(2d) 410, 411 (C. C. A. 2d, 1934) ; (1933) 1 Geo. Was. L. Rev. 
417. An applicant involved in an interference with an unsuccessful 
patentee who has appealed to the Court of Customs and Patent Ap- 
peals cannot take advantage of the provisions of R. S. 4911 and force 
the patentee to proceed under R. S. 4915. Farmer v. Schweyer, 19 
C. C. P. A. (Patents) 1247, 58 F. (2d) 1056 (1932); Bloodhart v. 
Levernier, 20 C. C. P. A. (Patents) 917, 64 F. (2d) 367 (1933); 
Preston v. White, 25 C. C. P. A. (Patents) 701, 92 F. (2d) 813 
(1937) ; Cover v. Schwartz, supra; (1932) 1 Geo. Wasu. L. Rev. 
146; (1933) 1 Geo. Wasu. L. Rev. 417. It follows from the fore- 
going that the writ of mandamus cannot be used to force the Com- 
missioner of Patents to dismiss an appeal which a patentee-interferant 
has taken to the Court of Customs and Patent Appeals. United States 
ex rel. White v. Coe, 68 App. D. C. 218, 95 F. (2d) 347 (1938) ; 
(1938) 6 Geo. Wasu. L. Rev. 389. A general discussion of these 
questions will be found in note (1938) 6 Gro. Wasa. L. Rev. 520, 
and Archer, Equity Interference Suits: Recent Decisions (1938) 20 
J. P. O. S. 429. Similar decisions are found among the trade-mark 
cases, wherein it is held that, under 33 Stat. 727 (1905) as amended 
by 45 Stat. 1476 (1929), 15 U. S. C. §89 (1934), a successful ap- 
plicant for registration cannot force an opposing registrant to proceed 
under R. S. 4915. Pennzoil Co. v. Hercules Powder Co., 25 C. C. 
P. A. (Patents) 968, 95 F. (2d) 339 (1938). However, a defeated 
registrant in a trade-mark cancellation proceeding may file suit against 
the Commissioner of Patents under R. S. 4915 to restrain cancellation 
of his trade-mark. U.S. ex rel. Baldwin Co. v. Robertson, 265 U. S. 
168, 44 Sup. Ct. 508, 68 L. ed. 962 (1924) ; Alexandrine v. Coe, 63 
App. D. C. 227, 71 F. (2d) 348 (1934); see Pennzoil Co. v. Her- 
cules Power Co., 25 C. C. P. A. (Patents) 968, 970, 95 F. (2d) 339, 
341 (1938) ; Galena Mfg. Co. of Illinois v. Superior Oil Works, 26 
Cc. C. P. A. (Patents) 1301, 1311, 104 F. (2d) 400, 407 (1939). 
Since the defeated registrant in a cancellation proceeding may elect 
his remedy under R. S. 4915 voluntarily, it follows that he may be 
forced to take this course by the election of the adverse party under 
R. S. 4911. Galena Mfg. Co. of Illinois v. Superior Oil Works, 26 
C. C. P. A. (Patents) 1301, 104 F. (2d) 400 (1939), cert. den., 60 
Sup. Ct. 173, 84 L. ed. (adv. op.) 133 (U. S. 1939). 


By the terms of R. S. 4916 as amended by 45 Stat. 732 (1928), 
35 U. S. C. $64 (1934), the original patent must be surrendered 
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on application for a reissue, but the surrender takes effect on the issue 
of the reissued patent. Accordingly, an application for reissue does 
not invalidate the original patent and until a reissue patent is granted 
the original patent remains in force. Allen v. Culp, 166 U.S. 501, 17 
Sup. Ct. 644, 41 L. ed. 1093 (1897); McCormick Harvesting Ma- 
chine Co. v. Aultman, 169 U. S. 606, 18 Sup. Ct. 443, 42 L. ed. 875 
(1898). A reissue applicant may bring suit against the Commissioner 
of Patents under R. S. 4915 to obtain a reissue patent. Ingersoll v. 
Holt, 104 Fed. 682 (C. C. N. D. Cal. 1900) ; Hernandez v. Robert- 
son, 16 F. (2d) 276 (D. Md. 1926), aff'd 16 F. (2d) 279 (C. C. A. 
4th, 1926) ; Radio Condenser Co. v. Coe, 64 App. D. C. 119, 75 F. 
(2d) 523 (1935). It would also appear proper to permit a reissue 
applicant who is unsuccessful before the Patent Office in an inter- 
ference proceeding to have his remedy under R. S. 4915. See Peck 
v. Collins, 103 U. S. 660, 661, 26 L. ed. 512 (1881) ; cf., Ingersoll v. 
Holt, supra. 

On the basis of the foregoing rules, the court’s decision in the prin- 
cipal case is considered the only proper one. As was pointed out by 
the court, the interference was declared and continued on the basis of 
the plaintiff's original patent and the filing of the reissue application 
did not effect a cancellation of the original patent. Plaintiff was still 
a patentee in the interference and, as such, he had no right to proceed 
under R. S. 4915. H. M. 





BOOK REVIEWS 


HANDBOOK OF INTERNATIONAL Law. Third Edition. By George 
Grafton Wilson. St. Paul: West Publishing Company. Horn- 
book Series. 1939. xxiii, 623 pp. $5.00. 


The first edition was published 29 years ago, the second edition 12 
years ago. The present edition has the same logical arrangement and 
clarity of expression of the former editions. It contains little new 
material, but is printed in larger type on whiter, thinner stock. The 
inclusion of a table of cases cited overcomes some criticism levelled 
at earlier editions and makes the book more useful to the practitioner. 
Modifications of treaties are brought up to date, the Geneva Red 
Cross Convention of 1929 being set out in full in the appendix. The 
author devotes more attention to war and neutrality than to the nor- 
mal relations of peace, but this can scarcely be criticized in an era 
when armed conflict is rampant. The events of the Japan-Manchuria, 
Italy-Ethiopia, Italy-Albania, and Germany-Austria situations are re- 
cited, but the author carefully refrains from discussion of their legal- 
ity according to previously recognized principles of international law. 
More and more reliance is placed upon judicial decisions as a source 
of international law, but little of the ratio decidendi of decisions cited 
is given. The book is exactly what it professes to be—a handbook. 


J. S. 


WHEN Civit Law Fairs. By Robert S. Rankin. Durham, N. C.: 
Duke University Press. 1939. 224 pp. $3.00. 


The use of martial law in these United States is accorded a con- 
cise treatment at the hands of an able and unprejudiced writer. Pro- 
fessor Rankin in a clear and trenchant manner has set out the 
historical background of this often little understood phase in our 
scheme of government. The precise description of martial law, its 
application to the various situations that have arisen and which are 
bound to arise again make this little volume worthy of study not 
only by those more concerned with the legal aspects of human rela- 
tions but by the student, writer, and plain citizen on whom the impact 
of the martial law falls on the parlous occasions which call for its 
employment. 

The several seemingly conflicting views on the use of martial law 
can be partly reconciled in the light of the author’s able presentation 
of the facts that gave rise to the necessity for calling out the troops 
to preserve order and the historical background of each situation. 

Starting with General Jackson’s declaration of martial law before 
the Battle of New Orleans and running through the early history 
of the country to the present day use of martial law by the various 
states in the effort to prevent bloodshed and preserve order in the 
industrial disputes that have beset the past decade one is struck with 
the numerous occasions on which it has been necessary to place the 
power of control in military hands. The closing of mills, mines, 
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factories, removal of a highway board or the closing of a race track 
have required armed intervention by the executive. 

An interesting sidelight, in more recent years, has been the shift 
in protest as to the use of troops in industrial strife from the so-called 
radical, social or labor groups to the protestations of the operators 
or employers. Where in former years troops were employed to pro- 
tect property endangered by industrial disputes the more recent em- 
phasis has been the prevention of loss of life which has involved 
stopping industry in the affected areas. 

A clearer appreciation of the réle played by the state militias when 
employed against their fellow citizens should help to dispel the false 
ideas as to the plenitude of the military power in our democracy. 
Unless a situation has resulted in the complete demoralization or 
closing of civil tribunals in the state or affected part, the utilization 
of what Professor Rankin calls punitive martial law should be in- 
frequent. 

With doctrines and politics of force in the ascendancy in a troubled 
world an inward glance into the men, machinery and reasoning be- 
hind the ultimate maintenance of civil order in our country should 
be rewarded by an understanding of the legal limitations that are 
regarded as setting the bounds to the use of armed force in a 
democracy still looking to law rather than arms for the settlement of 
disputes. A. S. McD1rt. 





